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CoppER CASH OF HAN DyNASTy (206 B.C.—A.D. 25) 


REVERSE 


OBVERSE 


Copper CasH oF CHow DYNASTY (1122 B.C.—255 B.C.) 
Called ‘‘ Cash of Ai-Son ” 


LARGE CHINESE COPPER CASH (TERMED “ BIG MONEY ”’) 


CHINA 


KnirE MONEY (A.D. 7-10) SPADE MONEY (600-350 B.C. 
(Termed ‘‘ Pu Cash ’’) and Abe 5) 
Coin on the right is of the Sung Dynasty 
(A.D. 960) Cash of Zaung-Min 


These were tokens reminiscent of the objects of barter which preceded the coins 
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PREFACE 


HEN Job of old expressed the desire that his adversary had written a book, he 

probably had in mind the making of a dictionary, than which there can be few 

more exacting tasks in the writers’ craft. One has to consult old and new records 
in order to interpret what has been with that which is to-day. The origin and meaning 
of curious words, terms and phrases have to be investigated, often in strange and unfamiliar 
language, and if this result, as it frequently does, in bewilderment and chaos, clear thinking 
has to be encouraged and order restored. Last, but not least, when one is engaged in 
earning one’s living by day, it means the burning of a good deal of midnight oil, or the 
consumption of many units of the more costly electric power. 

A Dictionary of the World’s Currencies and Foreign Exchanges is a work which I should 
never have undertaken had I not been assured of the co-operation of others in the profession 
of foreign and colonial banking. Job was a pessimist, but apparently, I was an optimist, 
for as soon as I had entered into an agreement to prepare the book, banking friends and 
others by one accord commenced to make excuses ; they shrank from the writing of articles 
on foreign currencies and exchanges. I was therefore on the horns of a dilemma. One 
solution was to try to cancel the contract with the publishers ; the other was to attempt 
to write most of the articles myself. After no little hesitation, I chose the alternative, and 
with the kindly help of a multitude of bankers, governments, and friends all over the 
world, who have been good enough to send me notes and suggestions, I have been able 
to write the whole of the matter which goes to make up this Dictionary. 

In the main, it will be found that the book fits in with the term “ Dictionary,” since 
in many instances there was no need to make the references encyclopaedic; but where 
extended treatment of a subject was thought to be necessary, more space than is perhaps 
in keeping with the title of the book has been given. In all cases, however, it is hoped 
that the detail will be found to be sufficient to enable readers to understand the currencies 
and exchanges of every country in the world that can boast either a currency or an exchange. 

Some of the subjects treated may appear to have but little connection with the foreign 
exchanges; yet, in the experience of the author they have all proved to be matters with 
which one has to deal in an exchange bank, or which may be included under the general 
term—‘ Banking and Foreign Exchange.”’ Other headings of information may serve to 
show how diversified and extraordinarily interesting the business of exchange banking 
is, or should be, unless the bank worker be a round peg in a square hole. In the business 
of foreign exchange one is expected to possess an encyclopaedic knowledge of many things 
directly or indirectly relating to the exchange of one currency into that of another. The 
banker tries to be as helpful as possible, but it is not always easy to put his hand on the right 
meaning of any term, much less to explain the idiosyncrasies of another country’s monetary 
policy. Early in my service in an exchange bank I acquired the habit of keeping notes 
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of any subject or line of inquiry relating to money that might be useful on future occasions. 
When, therefore, the project of the publication of a Dictionary on Foreign Currencies 
and Foreign Exchanges was mooted, it seemed to me to be not disadvantageous if I could 
endeavour to pass on to others the information which I, in perhaps more fortunate 
circumstances, had been able to collect. 

Conscious as I am that it has not been possible to include matter for everyone’s purpose 
within the ambit of this work, yet I hope it will fill a want that has hitherto existed in 
banking literature. 

It may be that readers in various parts of the world will have access to other sources 
of information, or may know of references that might with advantage be included in 
future editions of the book. Suggestions or notes will therefore, at all times, be most 
gratefully received and acknowledged by the author. 

My best thanks are due to the many governments, foreign and colonial banks, and 
others who have been kind enough to check references or to verify information. I am 
also indebted to Mr. W. J. Roberts for very valuable assistance in the production of the 
photographs. 


WILLIAM F. SPALDING 
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ALBANIA 
100 GOLD FRANC NOTE 


OBVERSE 


Issued by the National Banik of Albania 


Description—On the right : The President of the Albanian Republic, H. E. Amet Zogu. On the left: Portrait of the Albanian hero Scanderbeg 
(watermark). View in the centre: The Gomsiqe bridge in the neighbourhood of Puka 
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ALBANIA 
ALBANIAN 100 FRANC GOLD COIN 


Weight, 32:25806 gr. Fineness, -goo 


PROFILE OF AMET ZOGU Allegory: Albania starting on her 
; 2 , fortunes 
President of the Albanian Republic BEM 


20 FRANC GOLD COIN 


Weight, 645161. gr. Fineness, -g00 


THE ALBANIAN HERO CLASSIC REPRESENTATION OF 
SCANDERBEG THE WINGED LION 


ALBANIA 
FIVE FRANC SILVER COIN 


Weight, 25 gr. Fineness, 900 


PROFILE OF AMET ZOGU MAn PLOUGHING 
President of the Albanian Republic 


TWO FRANC SILVER COIN 


Weight, 10 gr. Fineness, -835 


EAGLE THE SOWER 


ALBANIA 
ONE FRANC SILVER COIN 


Weight, 5 gr. Fineness, -835 


CLASSIC PROFILE OF RosTRUM PROW OF 
GODDESS ANCIENT SHIP 


ONE LEK NICKEL COIN 


(20 centimes of a gold franc) 


REPRODUCTION OF A Allegory of the Albanian Hero, 
Criassic GREEK PROFILE Scanderbeg, according to a 


legendary representation 


HALF-LEK NICKEL COIN 


(10 centimes of a gold franc) 


ALBANIAN HERALDIC VICTORIOUS STRUGGLE OF 
EAGLE THE GIANT WITH A LION 
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ABYSSINIA, Money of. 


Nominally, the monetary unit of Abys- 
sinia is the Maria Theresa dollar, which 
emanates from Austria, being coined at the 
Vienna Mint. There is also a Menelik dollar, 
which passes current only in the neighbour- 
hood of Adis Ababa _ This coin, also termed 
the “‘ talari,’’ weighs 28-075 grains -835 fine 
silver, and is, like the Maria Theresa dollar, 
nominally worth 2s. 

There are, also, silver coins of half, quarter, 
one-sixteenth, and one-twentieth talari (girsh 
or piastre). The Menelik piastre has a fairly 
wide circulation. Its legal value is 16 to the 
dollar, its intrinsic value being around 21 to 
$1, but exchange owing to the fall in the 
price of silver is now about 8 to $1. The 
Paris Mint coined in 1926 for Abyssinia 
10,568,352 silver piastres (one-twentieth 
talari). 

The only copper coin is the besa (one- 
hundredth of a dollar). 

The currency of the country is, however, 
in a very backward state. Barter prevails 
in many places, and in several districts bars 
of salt and other commodities are used as 
media of exchange, the price fluctuating 
according to supply, cost of transport, etc. 
Cartridges have also been used as currency, 
but they are falling into desuetude, mainly 
owing to lack of supply. 


ADEN. 

Sterling is not legal tender at this port, 
and the Fost Office will accept only the rupee 
in payment for stamps, telegrams, etc. 


AEGEAN ISLANDS, Money of. 


The medium of exchange is the Greek 
drachma, and the currency in circulation is 
the same as that in Greece, exchange being 
quoted in drachmae and lepta to £1. (See 
GREECE.) 
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AFGHANISTAN, Money of. 


Up to the middle of the year 1926 the 
Kabuli silver rupee, the nominal exchange 
value of which was about 8d., was the prin- 
cipal coin in circulation. Fifteen Kabuli 
rupees equal one amania, a gold coin. Other 
gold coins were the half, two, and five amania 
pieces. 

There was also a silver amania, equivalent 
to 1 Kabuli rupee. 

In July, 1926, a new rupee coin called the 
“ afghani’? was adopted. It has an ex- 
change value slightly lower than the former 
Kabul rupee, and is divisible into 100 pals. 
So far, only 5- and 1o-pal pieces have been 
issued. 

Twenty afghanis equal 1 amania. 

The amania remains the standard gold 
coin, 


AGIO. 


A foreign exchange term derived from the 
Italian ‘‘ aggio.’”’ There is some confusion in 
the use of the word, it being taken to signify 
both premium and discount. Adam Smith 
in his Wealth of Nations discusses the ques- 
tion in relation to foreign bills. “In some 
places,’”’ he says, “‘ foreign bills are paid in 
bank money, while in others they are paid 
in the common currency of the country. 
What is called bank money is always of 
more value than the same nominal sum of 
common currency. A thousand guilders in 
the Bank of Amsterdam, for example, are 
of more value than 1,000 guilders of 
Amsterdam (local) currency. The difference 
between them is called the agio of the bank.”’ 

Strictly speaking, the use of the term 
should be restricted to differences in the 
value of currencies of any two gold standard 
currencies, as signified by the divergence 
from the mint par of exchange. For example, 
the mint parof exchange between London 
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and New York is $4:8665. That is the exact 
number of dollars that are equal to £1 
(gold), based on the number of grains of 
pure gold contained in the standard coins 
of each country. Frequently, however, 
owing to the balance of trade, and, pari 
passu, the balance of indebtedness being 
sometimes in favour of the one country and 
sometimes in favour of the other, one 
sovereign may be worth more than $4°8665. 
In other words, the market value of £1 in 
New York will exceed mint par, and to 
procure the wherewithal to settle indebted- 
ness to England, more will have to be paid 
for English currency, the amount by which 
it exceeds mint par being the ‘“‘agio”’ or 
premium. But what is a premium in Eng- 
land would be a discount in the U.S.A., and 
yet New York would still term the difference 
the ‘‘ agio.”’ 

The term is also used to denote the differ- 
ence in value between two currencies in the 
same country, say, gold and paper, or silver 
and gold, and the difference will be in favour 
of the debtor paying in what Adam Smith 
terms the “‘ better money.” It has been a 
common experience since the Great War for 
countries to have an inconvertible paper 
currency, and in such countries both gold 
and silver coins have commanded an “ agio ”’ 
or premium over the notes. 

Finally, there are those countries in which 
the currency is so debased through wear and 
tear that the real value is below the nominal 
value. Gold or silver coins were frequently 
in circulation for so long a period that by 
abrasion, or by clipping and other such 
nefarious practices, they had lost a good deal 
of their weight, though without any reduction 
in their nominal value in the country of 
origin. In 1695-6, for instance, gold seems 
to have been treated by the English Govern- 
ment as subsidiary to silver, and the gold 
guinea was so left to find its own level in 
silver money, for the public simply put its 
own price upon the guinea, and it rose 
rapidly in value until it was worth, in 1696, 
30s. The most important cause of this state 
of affairs was the condition of the silver coin, 
which by clipping had become so bad as to 
lose half its original weight and value—there 
was thus an “ agio’”’ on gold. 

A further illustration may be of interest. 
Suppose the depreciation in a country’s gold 
coinage amount to 5 per cent, then, if 100 
of the coins were offered in payment of a 
debt in the home currency where they were 
current at their nominal value, they would 
be received as just payment, i.e. legal tender, 
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but if they were offered as payment for the 
same amount of indebtedness in a foreign 
country they would be received only at 
their bullion value of 95 per cent. The 
additional 5 per cent would thus constitute 
the agio, though, if the two countries be, 
say, England and the U.S.A., in the former 
it would be more correct to regard the 
exchange as at a discount and in the latter 
at a premium. 


ALBANIA, Money and Exchange of. 


Until the autumn of 1926 Albania had 
really no national currency, but in 1925 a 
step of great economic importance to the 
country was taken. Under an Act of 12th 
July, 1925, the Albanian National Bank was 
formed and given the exclusive privilege of 
note issue in Albania. Prior to the institu- 
tion of the bank, the country had no note 
issue of its own. It was a small country 
with a primitive economic system, and the 
people had been accustomed from time 
immemorial to one form of money—gold. 
Silver was accepted not as coin, but on the 
basis of weight of pure metal. In point of 
fact, the metallic monetary circulation com- 
prised the monetary residue of ten different 
countries. To get such a country to accept 
bank-notes was considered to be a daring 
experiment, but it has succeeded beyond 
the most sanguine expectations. The suc- 
cess so achieved was due to the bold decision 
made by the new bank, and followed in 
practice, not to maintain the gold parity of 
its notes by the purchase and sale of them 
in exchange for gold coins at a fair equiva- 
lent rate, but to redeem the notes in gold 
without limitation. To that principle the 
bank has steadily adhered. 

The monetary law, promulgated in Al- 
bania in July, 1925 (Fletorja Zyrtare No. 36 
of 12th July, 1925), and brought fully into 
effect in the autumn of 1926, laid down that 
the only legal tender currency in Albanian 
territory was the Albanian gold franc and 
its subsidiary, the lek. 

One Albanian gold franc (equal to 5 lek) 
is equivalent to 0-290322 grammes of pure 
gold. 

In conformity with the said law, the 
National Bank of Albania issued, in 1926, 
bank-notes and gold, silver and nickel pieces 
of the following denominations— 


tres Albanian francs, 100, 20, 5 & 1 (1=5 lek) 
ld : 


0. ” ” 100 
Silver : . mm 5 andes 
Nickel : = lek, 1, $ and }. 


The actual date of the establishment of 
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the bank was 2nd September, 1925, and it 
was founded in Rome in accordance with 
the terms of the Act passed by the Parliament 
of the Albanian Republic, and published in 
the Albanian Official Gazette (Fletorja Zyr- 
tare) No. 36, of 12th July, 1925. 

The bank has a capital of 12,500,000 gold 
francs (paid up 2,600,000 frs.) of which 
49 per cent was subscribed in Albania and 
51 per cent by an international financial 
group consisting of— 


Italy . . Credito Italiano 
Banca Commerciale Italiana 
Banca Nazionale di Credito 
Banco di Roma 

Switzerland . . Banque Commerciale de Bale 

Belgium . . Banque Belge pour |’Etranger 


. Zadrouga Banque of Belgrade 
Banque Serbe de Zabreb 
Banque Adriatique Danubienne 
Banque Serbo-Albanaise 

The Board of Directors and the Managing 
Committee of the bank have their head 
offices in Rome. 

The bank initiated its operations in 
November, 1925, when it opened its branch 
offices in Durazzo and Tirana. In November, 
1926, branch offices were opened at Coriza 
Valona and Scutari. 

Under the Act the bank has the exclusive 
privilege of issuing not only paper notes, 
but also metallic money. In accordance 
with its powers, the bank has now issued 
notes in denominations of— 


Albanian francs 


Yugo-Slavia . 


” ” 


” ” « . 5 
I 


The notes in circulation on 31st December, 
1926, were Albanian francs 2,333,416. 
The coins it has issued are— 


Gold: 100 fr, piece—weighing 32°25806 gr., -goo fine 
20 ” ” 6°45161 97 900 ,, 
Silver: 5 4 ” 25 19 “900 5, 
2 ” ” 10 ” 835 ” 
I ” ” ” 835 ” 
Nickel: 1 lek (20 centimes) 
% ,, (10 » 
” 5 ” 
Bronze : o-to lek (2 centimes) 
0°05 ,, (1 centime) 


The issue of the notes commenced on the 
following dates: 5- and 20-franc notes on 
15th February, 1926, 100o-franc notes on 
20th May, 1926, 1-franc (5 lek) notes on 
22nd October, 1926. The gold bullion and 
coin held by the bank has always exceeded 
the total value of its note circulation. The 
relative provisions of the Act concerning the 
note issue are— 

1. The bank shall form a metallic reserve 
(gold and silver in bullion or coin) equivalent 


DICTIONARY OF WORLD’S CURRENCIES AND FOREIGN EXCHANGES 


[ALG 


in value to not less than one-third of the 
note issue. The Board of Directors shall 
determine the place where this reserve shall 
be deposited. On the decision of the Board 
of Directors, part of the said reserve, which 
may in no case exceed two-thirds thereof, 
may consist of stable, gilt-edged, foreign 
securities. By foreign securities is meant: 
(a) Foreign bank-notes not subject to unusual 
fluctuations in the exchange quotations ; 
(5) Foreign Treasury Bills payable in gold 
or in specie not subject to unusual exchange 
fluctuations, maturing within three months; 
(c) Bills of exchange expressed in foreign 
valuta not subject to unusual exchange 
fluctuations, payable on the leading money 
markets of Europe and America at not 
more than three months, endorsed in every 
case by two persons at law signatories to 
the bill and of recognized solvency, or by 
a bank of undoubted solvency. 

Foreign securities may also consist of 
assets and funds available at any moment 
and without restriction deposited in banks 
of undoubted solvency in the leading markets 
of Europe and America (Art. 22, Banking 
Law and Statute). 

So far, not much exchange appears to have 
been done with London, but the Albanian 
franc is regularly quoted on the exchanges 
of Milan and Trieste, and is also handled 
in Switzerland and at Vienna. As_ the 
Albanian gold franc is equivalent to the 
French gold franc, the theoretical par of 
exchange with London is 25-2215 frs. to £1. 

In some respects, of course, the money 
and exchange of Albania is in its infancy, 
though it has made a most successful start. 
But old Turkish law is still in force in 
Albania, and one drawback which has 
already become plain is found in the Law on 
Instruments of Credit. Bills of Exchange 1n 
Albania are not recoverable at law. They 
represent merely credit certificates, an 
obligation pure and simple, the enforcement 
of which can be obtained only by application 
to a magistrate and subject to a regular 
judgment. 


ALEXANDRIA. 
The par of exchange with London is 
piastres 97°5 to £1. 


ALGERIA, Money of. 

The monetary unit is the French franc, 
and the currency circulating is the same as 
that in France, with the exception that the 
paper money is comprised of the notes of 
the Banque d’ Algerie. 
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ALLOY. 


The metal, usually copper, incorporated 
in coins to harden them. (See MInT Par.) 


AMANIA. 


This is a gold coin equal to 15 Kabuli 
rupees, circulating in Afghanistan. The 
name is also applied to a silver coin equal 
to 1 Kabuli rupee. (See AFGHANISTAN.) 


AMERICA, UNITED STATES OF, Banks 
and Overdrafts. 


American banks are prohibited by law 
from granting overdrafts of any kind, but 
they may, and for good constituents will, 
gladly discount clean promissory notes at 
rates ranging from 5 to 6 per cent per annum. 
The rate would seldom, if ever, be either 
below 5 per cent or above 6 per cent per 
annum. 

They are further restricted by law in that 
they may discount for any one constituent 
only to the extent of 10 per cent of their 
capital and surplus. 


AMERICA, UNITED STATES OF, Blue Sky 
Law. 
(See BLuE Sky Laws.) 


AMERICA, UNITED STATES OF, Debts 
Due to. 


The large sum of debts accruing to the 
United States of America from causes arising 
out of the Great War may be said to exercise 
an important influence on the rates of ex- 
change between the U.S.A. and Europe. 
Payments, whether of interest or capital, 
will exercise a favourable influence on 
American exchange and an unfavourable 
influence on the exchanges of the debtor 
countries. To quote Goschen: ‘‘ Such pay- 
ments constitute an immediate liability 
incurred by the borrowing country; they 
represent expenditure in favour of a foreign 
creditor. A country which has annually 
large sums of interest to pay abroad, must 
import so much less or export so much more. 
Conversely, a rich country with an annual 
income of interest from other nations is able, 
as far as this income goes, to pay for an 
equivalent excess of its imports over its 
exports. It sets off these receipts against 
its excessive expenditure. It may look 
upon them as capital coming in against cap- 
ital going out.” (The Foreign Exchanges, 
Goschen, page 17.) 

The June (1926) Review of the Federal 
Reserve Bank, New York, says— 
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If the agreement with France is ratified 
in its present form, the principal and accrued 
interest of the debts funded by thirteen 
countries will total $11,522,354,000. Under 
the terms of the agreements with the diff- 
erent nations, payments of $22,143,539,993 
are to be received by the United States over 
a period of 62 years in settlement of principal 
and interest charges. The “‘ present value ”’ 
of these payments on a 4} per cent interest 
basis amounts to a total of $6,889,936,239 
at dates of settlement. The following table 
gives the figures for each of the debt funding 
arrangements, assuming that the proposed 
agreement with France is ratified— 


Total Amount of 
Principal and 
Interest to be 

received 


Principal of debt 


Country as funded 


Great Britain $4,600,000,000} $11,105,965,000 
France 4,025,000,000] 6,847,674,104 
Italy . 2,042,000,000; 2,407,677,500 
Belgium 417,780,000 727,830,500 
Poland ‘ 7 178,560,000 435,687,550 
Czecho-Slovakia . 115,000,000 312,811,434 
Yugo-Slavia 62,850,000 95,177,635 
Rumania 44,590,000 122,506,260 
Estonia 13,830,000 33,331,140 
Finland 9,000,000 21,695,055 
Lithuania 6,030,000 14,531,940 
Latvia 5,775,000 13,958,635 
Hungary 1,939,000 4,693,240 
$11,522,354,000| $22,143,539,993 
— Value of yor of — 
ayments on a value to debt 
Country rigs cent as funded 
Annual Basis (per cent) 
Great Britain $3,792,528,700 82 
France 2,008,122,624 50 
Italy . 538,136,500 26 
Belgium 226,040,300 54 
Poland 3 147,208,100 82 
Czecho-Slovakia . 92,166,200 80 
Yugo-Slavia 20,236,715 32 
Rumania 353342,500 79 
Estonia 11,403,500 82 
Finland 7,420,200 82 
Lithuania 4,971,100 82 
Latvia 4,761,200 82 
Hungary 1,598,600 82 
$6,889,936,239 60 


(See also ENGLAND, DEBT TO AMERICA.) 


AMERICA, UNITED STATES OF, Exchange 


on. 


(See RATES OF EXCHANGE.) 
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AMERICA, UNITED STATES OF, Gold 
Points. 


Prior to 1925, the gold points between 
New York and London were: New York to 
London, $4:89; London to New York, 
$4°8422. Inclusive of all charges, in 1927, 
the rate of exchange at which gold should 
leave New York for London is $4:90606, 
total charges being 6-4976 per mille. 

The rate of exchange at which gold should 
leave London for New York is $4:84103, 
total charges being 5°2465 per mille. 

The mint par of exchange between London 
and New York is $4:8665, consequently, 
when the dollar equivalent of £1 rises so far 
above mint par as to cover the costs incurred 
in buying, shipping, and realizing the gold 
in London (viz., 6-4976 per mille), London 
should gain gold from New York. 

When the dollar equivalent of £1 falls so 
far below mint par as to cover the costs 
incurred in buying, shipping, and realizing 
the gold in New York (viz., 5:2465 per mille), 
New York should gain gold from London. 

In December, 1927, when gold commenced 
to move in fairly large quantities from the 
U.S.A., there was some cutting of freights 
and charges, and it was estimated that the 
practical gold point from New York was, at 
the rate of interest then ruling, nearer 
$4°8840. This rate, however, was for special 
shipments, and it is doubtful whether it would 
rule in normal times. (See GoLp PornTs.) 


AMERICA, UNITED STATES OF, Gold, 
Price at which bought and sold. 
Gold is bought and sold by the United 
States Treasury at the fixed price of 
$20-67183 per ounce fine. 


AMERICA, UNITED STATES OF, Money 
and Exchange of. 


The monetary unit of the United States 
of America is the gold dollar weighing 
25°80 grains, -goo fine, the pure content being 
23°22 grains. 

The weight, fineness, etc., of the coins of 
the U.S.A. are as follows— 


GOLD 
F Pure Gold 
Denominations ee Fineness} or Silver 
Grains 

Double Eagle $20 516-00 “900 464+4000 
Eagle, $10. ...| 258-00 “900 232°1000 
Half-eagle, $5 I29°00 *g00 116-1000 
Quarter ,, $2:50 64°50 *g00 58-0500 
7 Dollar = 25°80 *900 23°2200 


SILVER 
Dollanes) 4; 412°5000 "900 371-2500 
Half-dollar 192*9000 *g00 1736100 
Quarter-dollar . 96:4500 “900 86-8050 
Dime 38-5800 *g00 34°7220 
Minor Corns 

Nickel - 5 cents i Legal tender to the amount 
Bronze - I cent of 25 cents. 


The coinage of the gold dollar was discon- 
tinued under the provisions of the Act of 
26th September, 1890. 

The following résumé shows the develop- 
ment of the currency from 1786 to date— 

In 1786, the Congress of the Confederation 
adopted as the monetary unit the dollar of 
375°64 grains of pure silver. Following the 
inauguration of the present form of Govern- 
ment, the Congress, by the Act of znd April, 
1792, established the first monetary system 
of the United States. Two units were 
adopted: the gold dollar, containing 24°75 
grains of pure gold, and the silver dollar, 
containing 371:25 grains of pure silver. The 
ratio of gold to silver was I to 15. Both 
gold and silver were legal tender; the 
standard was double. 

Various changes in the ratio were made 
from time to time until the Act of 12th 
February, 1873, which provided that the 
unit of value of the United States should 
be the gold dollar of the standard weight 
of 25°8 grains. The Act of 28th February, 
1878, directed the coinage of standard silver 
dollars, and provided that they should be 
full legal tender, except where otherwise 
expressly stipulated in a contract. 

The Act of 14th March, 1900, declares that 
the dollar, consisting of 25:8 grains of gold 
0-900 fine, ‘‘ shall be the standard unit of 
value,’ and makes it the duty of the Secre- 
tary of the Treasury to maintain all forms 
of money issued or coined by the United 
States at a parity of value (i.e. equality of 
purchasing power) with this standard. This 
Act also provides that nothing shall be con- 
strued to affect the legal tender quality, as 
now provided by law, of the silver dollar, 
or of any other money coined or issued by 
the United States. The Federal Reserve Act 
of 23rd December, 1913, re-affirms the parity 
provisions of the above Act and the authority 
of the Secretary of the Treasury to borrow 
or buy gold in order to maintain such parity. 

Monetary Circulation. The money in cir- 
culation in the United States consists of gold, 
silver, nickel, and bronze coins, and various 
kinds of paper currency, including bank 
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notes, The coins are produced by the Mints 
at Philadelphia, Denver, and San Francisco, 
while all the paper money is produced by 
the Bureau of Engraving and Printing at 
Washington. Both the Mints and the Bureau 
of Engraving and Printing are under the 
Treasury Department. ; 

Legal tender is a quality given a circulating 
medium by Congress, and, possessing this 
quality, it becomes lawful money. Legal 
tender is money which a debtor may legally 
require his creditor to receive in payment 
of a debt, in the absence of any special agree- 
ment in the contract or obligation itself. 
Not all kinds of money possess full legal 
tender qualities, yet all kinds circulate freely 
at par and are convertible into standard 
money. 

Metallic Money. Gold Coins. The gold 
dollar is the standard unit of value in the 
United States. Gold coins are now minted 
in denominations of $5, $10, and $20, 
termed respectively half-eagles, eagles, and 
double eagles. The gold dollar weighs 
25°8 grains, in the proportion of 900 parts 
of pure gold to roo parts of alloy. The 
coining value of a troy ounce of pure gold 
is $20:67183, and the coining value of a 
troy ounce of standard (0-900 fine) gold is 
$18-60465. The weight of $1,000 in United 
States gold coin is 53°75 troy ounces, equiva- 
lent to 3:685 pounds avoirdupois. Gold 
coins, when not reduced in weight below the 
limit of tolerance fixed by law, are full legal 
tender at their nominal or face value in 
payment of all debts, public and private, 
and when below such standard weight and 
limit of tolerance, they are legal tender in 
proportion to their weight. 

Being standard money, gold coins are not 
redeemable, but may be exchanged for other 
forms of money, particularly gold certificates. 

Standard Silver Dollays. The standard 
silver dollar contains 412-5 grains of silver 
0-900 fine. The coining value in standard 
silver dollars of a troy ounce of pure silver 
is $1-2929, and the coining value of a troy 
ounce of standard silver is $1:1636. The 
weight of $1,000 in standard silver (o:g00 
fine) dollars is 859-375 troy ounces, equiva- 
lent to 58-928 pounds avoirdupois. Standard 
silver dollars are legal tender at their nom- 
inal or face value in payment of all debts, 
public and private, without regard to the 
amount, except where otherwise expressly 
stipulated in a contract. Being standard 
money, standard silver dollars are not 
redeemable, but may be exchanged for other 
forms of money,particularly silver certificates. 
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Subsidiary Silver Coins. The subsidiary 
silver coins issued are half-dollars, quarter- 
dollars, and dimes. These coins are legal 
tender for amounts not exceeding $10 in any 
one payment. They may be presented in 
sums or multiples of $20 to the Treasurer 
of the United States for redemption or 
exchange into lawful money. They will also 
be received for redemption by the Federal 
Reserve banks and branches. 

Minor Coins. Minor coins of nickel or 
bronze are issued in five-cent pieces and one- 
cent pieces. They are legal tender for 
amounts not exceeding twenty-five cents in 
any one payment. They may be presented 
for redemption or exchange under the same 
conditions as subsidiary silver coins. 

Paper Money. There are really seven kinds 
of paper currency in circulation in the 
United States: United States notes, gold 
certificates, silver certificates, treasury notes 
of 1890, Federal Reserve notes, National 
bank-notes, and Federal Reserve bank-notes. 

United States Notes. United States notes 
are often referred to as ‘“‘ greenbacks’”’ or 
“legal tenders.’’ These notes were originally 
issued under authority of the Acts of 
25th February and 11th July, 1862, and 3rd 
March, 1863. The highest amount outstand- 
ing at any time was $449,338,902 on 30th 
January, 1864. This amount was gradually 
reduced until the Act of 31st May, 1878, 
which required the notes to be re-issued 
when redeemed. Since that time the amount 
outstanding has remained at $346,681,016. 
‘““Greenbacks ”’ are a relic of the Civil War. 
After seventeen years of inconvertibility, 
they were made redeemable in gold in 1879. 

United States notes are protected by a 
gold reserve of approximately $153,000,000 
held in the Treasury. They are full legal 
tender for all debts public and private, 
except duties on imports and interest on the 
public debt. Since the resumption of specie 
payments on ist January, 1879, however, 
these notes have been freely accepted in 
payment of customs dues and interest, or 
any other public dues. They are redeemable 
in gold coin and will be received for redemp- 
tion by the Treasurer of the United States 
or any Federal Reserve bank or branch. 
United States notes may be issued in any 
denomination not less than $1. At the 
present time these notes are issued in 
denominations of $1, $2, $5, $10, and $20, 
though notes of the denominations of $50, 
$100, $500, and $1,000 are outstanding and 
in circulation. 

Gold Certificates. Gold certificates are 
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issued against deposits of gold coin with the 
Treasurer of the United States or with the 
Federal Reserve banks and branches, de- 
posits of gold bullion or foreign gold coin 
with the mints and assay offices, or against 
available gold in the general fund of the 
Treasury. Gold certificates may also be 
obtained in payment of obligations of the 
United States payable in gold, in payment 
of cheques issued by the mints and assay 
offices of the United States for deposits of 
gold bullion and foreign gold coin, in ex- 
change for other forms of United States 
paper currency, or in the ordinary course 
of Government payments when paid out by 
the Treasurer or the Federal Reserve banks. 
These certificates, payable to bearer on 
demand, are legal tender in payment of all 
debts and dues, public and private, and will 
be received by the Treasurer of the United 
States or by any Federal Reserve bank for 
redemption in gold. 

Gold certificates may be issued in any 
denomination not less than $10, and by 
reason of their greater convenience, they 
have displaced gold coin in the U.S.A. The 
following denominations are now outstand- 
ing: $10, $20, $50, $100, $500, $1,000, 
$5,000, and $10,000. 

Silver Certificates. Silver certificates are 
issued against deposits of standard silver 
dollars or available silver dollars in the 
general fund of the Treasury, and may be 
obtained in exchange for other forms of 
United States paper currency or in the 
ordinary course of Government payments, 
when available. These certificates are 
redeemable only in standard silver dollars 
and may be presented for redemption to the 
Treasurer of the United States or to any 
Federal Reserve bank or branch. They are 
not legal tender, but are receivable in pay- 
ment of all public dues, and when so received 
may be re-issued. They may be held as 
lawful reserve by Federal Reserve banks. 

Silver certificates may be issued in the 
following denominations: $1, $2, $5, $10, 
$20, $50, and $100. However, there are 
still outstanding some certificates of $500 and 
$1,000 denominations issued prior to 1900. 
At the present time new issues of silver 
certificates are restricted to the lower 
denominations. 

Treasury Notes of 1890. Treasury notes 
of 1890 were issued in payment of silver 
bullion purchased under the Act of 14th 
July, 1890, the so-called Sherman Act. The 
Act also provided for the coinage of the silver 
purchased into standard silver dollars, and 


the Treasury notes were retired whenever 
redeemed in silver dollars. Under the Act 
of 14th March, 1900, these notes have been 
cancelled and retired whenever received, and 
only a small amount remains in circulation. 
Treasury notes of 1890 are legal tender for 
all debts, public and private, except where 
otherwise expressly stipulated in a contract. 
They are redeemable in United States gold 
coin or in standard silver dollars, at the 
option of the holder, on presentation to the 
Treasurer of the United States or any 
Federal Reserve bank. These notes were 
issued in denominations of $1, $2, $5, $10, 
$20, $50, $100, and $1,000. 

Federal Reserve Notes. The Federal Re- 
serve Act, approved 23rd December, 1913, 
established the Federal Reserve system, and 
provided for an elastic currency in the form 
of Federal Reserve notes. Federal Reserve 
notes are issued at the discretion of the 
Federal Reserve Board, through the Federal 
Reserve agents, for the purpose of making 
advances to Federal Reserve banks to supply 
currency requirements. Any Federal Re- 
serve bank requiring additional notes makes 
application therefor to its Federal Reserve 
agent, who is a representative of the Federal 
Reserve Board. Such application must be 
accompanied by a tender of collateral in 
amount equal to the sum of the Federal 
Reserve notes applied for. This collateral 
may consist of gold or gold certificates, or 
paper which has been discounted or pur- 
chased in the open market by the Federal 
Reserve banks and which meets certain 
other requirements as set forth in the Federal 
Reserve Act. Each Federal Reserve bank is 
required to maintain a reserve in gold of not 
less than 40 per cent against its Federal 
Reserve notes in actual circulation. The 
gold redemption fund maintained on deposit 
in the Treasury of the United States, which 
must be not less than five per cent of the 
Federal Reserve notes issued less the amount 
of gold and gold certificates held by the 
Federal Reserve agent as collateral security, 
may be counted as a part of the required 
40 per cent reserve. 

Federal Reserve notes are obligations of 
the United States and are receivable on all 
accounts by all Federal Reserve banks, 
National banks, and other member banks. 
They are also receivable for all taxes, 
customs, and other public dues. They are 
redeemable in gold on demand at the 
Treasury Department, in Washington, or in 
gold or lawful money at any Federal 
Reserve bank. 
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Federal Reserve notes are issued in the 
following authorized denominations: $5, 
$10, $20, $50, $100, $500, $1,000, $5,000 
and $10,000. 

National Bank-notes. Any National bank 
may issue National bank-notes upon the 
deposit of certain prescribed United States 
bonds bearing the circulation privilege in 
trust with the Treasurer of the United 
States. The amount issued may not exceed 
the par value of the bonds so deposited, or 
the amount of the capital stock of the issuing 
bank actually paid in. Each bank is required 
to maintain upon deposit at all times with 
the Treasurer of the United States lawful 
money equal to 5 per cent of its note circula- 
tion, the fund to be held and used for redemp- 
tion purposes. National bank-notes are 
obligations of the issuing bank. They are 
not legal tender, but are receivable for all 
public dues, except duties on imports, and 
may be paid out by the Government for all 
purposes except interest on the public debt 
and for redemption of the National currency. 
They are redeemable upon demand in 


lawful money of the United States by the 
Treasurer of the United States and by the 
issuing bank. Payments in lawful money 
on account of redemption may also be 
effected through the Federal Reserve banks 
and branches. 

National bank-notes are authorized to be 
issued in denominations of $1, $2, $5, $10, 
$50, $100, $500, and $1,000. Only a com- 
paratively small number of the $1, $2, $500, 
and $1,000 notes are outstanding, however, 
and at the present time these notes are 
issued only in denominations of $5, $10, $20, 
$50, and $100. 

Federal Reserve Bank-notes. Federal 
Reserve bank-notes are identical in all their 
attributes with National bank-notes, except 
that the amount issued is not limited to the 
paid-in capital stock of the issuing Federal 
Reserve bank. They may be issued in the 
same denominations as National bank-notes. 
Only a small number of these notes are now 
outstanding. The following denominations 
are at present in circulation: $1, $2, $5, 
$10, $20 and $50. 


NEW YORK EXCHANGE RATES 
The following are the rates quoted at the close of the market each day, from Jan. 5th to Jan. rrth, 1928 


On Par Jan. 5 Jan. 6 Jan. 7 Jan. 9 Jan. 10 Jan. 11 
LONDON Saar : F 4.8665 4.8787 4.8756 4.8719 4.8724 4.8733 4.8756 
or £1 | 
» cheque é : 4.8665 4.8750 4.8744 4.8675 4.8694 4.8700 4.8719 
($ for £1) 
MONTREAL . é s 100 99.82 99.82 99.82 99.82 99.82 99.82 
(Can., cents for $) 
PaRIS 4 5 : 19.295 3.9350 3-9325 3.9300 3-9300 3-9300 3-9312 
(cents for 1 fr.) 
BRUSSELS . ; : 13.90 13.9700 13.9650 13.9500 13.9500 13.950 13.945 
(cents for 1 blg.) 
AMSTERDAM é : 40.195 4.0345 40.330 40.3100 40.300 40.300 40.300 
(cents for 1 gldr.) 
OsLo . : , * 26.799 26.595 26.600 26.570 26.575 26.585 26.570 
(cents for 1 kr.) 
STOCKHOLM ‘ : 26.799 26.945 26.950 26.910 26.910 26.905 26.900 
(cents for x kr.) 
COPENHAGEN : : 26.799 26.805 26.805 26.790 26.780 26.790 26.79 
(cents for 1 kr.) 
SWITZERLAND 3 ( 19.295 19.292 19.282 19.272 19.270 19.270 19.275 
(cents for x fr.) 
ITALY : m8 19.295 5.2862 5.2900 5.2887 5.2900 5.2900 5.2900 
(cents for 1 lire) 
MADRID ‘ ‘ 19.295 17.370 17.230 17.260 17.230 17.190 17.100 
(cents for 1 pes.) 
BERLIN i ' 23.81 23.850 23.825 23.855 23.800 23.810 23.810 
: (cents for 1 mk.) 
RAGUE : A x 20.26 2.9650 2.9650 2.9650 2.9650 -96 A 
(cents for 1 kr.) s a ie ees “_> 
ATHENS : . 19.295 1.3300 1.3250 1.3250 1.3250 : 
(cents for 1 dr.) : oe a ihe a. 
ARGENTINE . | 103.65 97.18 7.1 oc .I = 
edi pecesita, $705) 97.13 97.13 97.13 97-13 97-13 
SIO! ¢ 5 : 32.45 12.05 12.02 12.02 12,02 : 
(cents for x milreis) a aes 


N.Y. Bank Rate, 34%. 
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How Money Gets into Circulation in the 
U.S.A. There are many ways in which 
money gets into circulation. The holder of 
gold bullion or foreign gold coin, for example, 
may deposit the same at a mint and receive 
therefor coin equal in value to the bullion 
deposited. If the owner of gold coin or 
bullion prefers, he may exchange his gold 
for gold certificates or other forms of cur- 
rency. Money may also get into circulation 
through the payment by the Government of 
its obligations in cash. Exchanges of new 
money for old and of one kind for another 
are also going on constantly, e.g. silver cer- 
tificates issued in exchange for silver dollars, 
or subsidiary silver and minor coins issued 
in exchange for other forms of money. 
National banks and Federal Reserve banks 
put their notes into circulation either by 
paying them out to depositors and bona 
fide holders of cheques in due course, or 
through the proceeds of loans granted by 
these banks. 

Exchange with London is quoted in 
dollars and cents to £1, and the list of rates 
given on page 8 will indicate the method of 
quotation. 


AMERICA, UNITED STATES OF, Par of 
Exchange with London. 
(See MInT Par.) 
AMERICA, UNITED STATES OF, Price of 
Silver in. 
(See SILVER, PRICE OF, IN THE U.S.A.) 
AMERICA, UNITED STATES OF, Silver 
Dollars, Bullion Value of. 


With exchange between London and New 
York at par ($4:8665) the bullion value 
equivalent to the nominal value of the U.S. 
dollar is approximately 594d. per standard 
ounce. The coining value of a troy ounce 
of pure silver in America is $1-2929, and 
the coining value of a troy ounce of standard 
silver is $1-1636. 

AMERICAN EAGLE. 

(See Mint Par.) 


AMERICAN SAMOA. 
(See SAMOAN IsLANDs.) 


AMERICAN VIRGIN ISLANDS. 
(See VIRGIN ISLANDS.) 


AMSTERDAM, Gold Points between London 
and. 


(See GoLtp Points.) 
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AMSTERDAM, Par of Exchange with London. 


The mint par of exchange between 
Amsterdam and London is florins 12*107 
to £1. 


ANDORRA, Money of. 


The Republic of Andorra pays annual 
tribute in coin to its neighbours, France and 
Spain, for the peace they bestow upon it. 
Each year in the first week of January a 
Councillor of Andorra presents himself at 
the French Prefecture of Foix, and hands 
over the sum of 960 francs to the Prefect. 
Simultaneously a representative from An- 
dorra travels across the Spanish border and 
pays a similar annual tax to the Bishop of 
Urgel. 

The money of the Republic is comprised 
mainly of French francs and Spanish 
pesetas. Local subsidiary currency of each 
country is also in circulation. 


ANGOLA. 
(See PORTUGUESE WEST AFRICA.) 


ANNAM, Money of. 


The currency in circulation is the Indo- 
China piastre of 100 cents, and subsidiary 
coins. (See CocHIN-CHINA.) 


ARABIA, Monetary Unit of. 


There is no definite monetary unit in 
Arabia, though the money of account is the 
muhammadi equal to 20 gaj. 

114 muhammadi are equal to 1 dollar. 

The Maria Theresa dollar, minted by the 
Austrian mint at Vienna, is the common 
medium of exchange, but in 1926 a large 
order for coinage was placed at the Birming- 
ham Mint. The coins were subsidiary silver 
coins, the denominations being cents 60, 45, 
30, 20, 15, 10, 8, 5, and 4. The total num- 
ber of pieces struck was 204,962, and the 
sterling value was computed to be £2,308. 
(See HEJAZ.) 


ARBITRAGE. 


Arbitrage as applied to the foreign ex- 
changes is the term used to describe an 
operation or group of operations whereby it 
is sought to make a profit by taking advan- 
tage of a favourable exchange to transfer 
funds from one country to another. In the 
jargon of the exchange market it is called 
‘laying down” of funds, and the main 
consideration with the banker or other 
exchange operator is the comparative econ- 
omy of the method employed. Arbitrage 1s 
essentially a business for the expert, who, 
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owing to his intimate knowledge of the con- 
dition of markets in other countries, and the 
efficiency of the working arrangements he 
has with other correspondents, is able to 
seize the psychological moment for the 
transfer of funds to places where they can 
be most profitably employed. The arbitrage 
dealer is not restricted in his choice of 
channels through which he remits his funds. 
He may, and often does, operate between 
two centres, his own and that of the foreign 
country, but if the transfer of funds through 
two or more points can be done more cheaply 
than by sending them direct to their final 
destination, he will not hesitate to work on 
what the market terms a “ three-cornered ” 
transaction. 

For its successful operation, arbitrage 
requires proper equipment and _ expert 
knowledge of the exchanges. The equip- 
ment comprises the constant supply of free 
or floating funds in various active exchange 
centres—‘‘ free,’ that is, in the sense that 
such funds may be readily moved from 
place to place at the shortest possible notice. 
A further sine qua non is precise and reliable 
cable information concerning the rates of 
exchange existing at any moment in foreign 
markets. The operator and his correspon- 
dents require “ vision ’’—the ability to look 
ahead and to judge accurately the factors 
that may be expected to govern future 
movements in exchanges. Given a sufficiency 
of funds, and with the required information 
immediately available, the exchange dealer 
is in the position to take advantage of the 
most favourable rates in two or more centres 
to transfer his funds at a profit before his 
competitors get to work, or, as one exchange 
writer has said: ‘‘ To shift those funds from 
one place to another and make them grow 
as they go.” (Ira Cross, Domestic and Foreign 
Exchange, p. 514.) 

There are various terms used to describe 
the transfers of money which take place 
under the guise of arbitrage. Thus, we have 
simple arbitrage, compound arbitrage, cir- 
cuitous arbitrage, two-, three- and four-point 
arbitrage. 

Simple Arbitrage refers to the rate of ex- 
change produced by working a_ three- 
cornered transaction. That is to say, instead 
of remitting or drawing direct through two 
centres, say, between London and Paris, we 
find by a simple comparison of rates, which 
it will be more profitable to do—to buy 
exchange in Brussels and get Brussels to send 
the bills to Paris (where after encashment 
the resulting funds are put to our credit), 


Io 
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or to remit direct to Paris from London. 
Again, to leave bills out of the question, 
simple arbitrage may equally well refer to 
an operation or series of operations between 
the said centres by means of telegraphic 
transfers. 

Compound Arbitrage is the rate of exchange 
produced between two places by remittance 
through an intermediate place in any other 
than direct paper on that place. For ex- 
ample, if the operator decides to lay down 
funds in Paris, and for that purpose buys 
bills in London drawn on Brussels, sends 
them to Amsterdam for sale, and instructs 
his correspondent there to purchase exchange 
on Paris, then the rate produced between 
London and Paris by the operation is called 
the compound arbitrage rate. 

In actual practice, there is not much 
distinction between compound and circuitous 
arbitrage operations. The description for the 
latter seems to be applied to those cases in 
which exchange is passed through more than 
three places, and also when the proceeds of 
bills, after having passed through two or 
more places, are returned to the original 
place by means of one or other exchange 
operation. 

The terms “‘ direct’”’ and “‘ indirect’ are 
frequently used in reference to arbitrage. 
Here again, they refer rather to the manner 
of carrying out the operation than to the 
type of transaction. 

A few examples of the working of arbitrage 
may serve to make the subject clear. 

Simple Arbitrage in Exchange. A close 
observation of the exchanges will reveal the 
fact that rates of exchange between the prin- 
cipal centres tend to move in unison, and 
in practice the fluctuations are often indi- 
rectly the result of arbitrage operations. For 
instance, the Dutch rate on London is quick 
to respond to movements in the New York 
rate on London, but if perchance there is 
seen to be a gain by operating the one way 
or the other, dealers soon step in and snatch 
the profit by operating through the three 
exchange centres, London, Amsterdam and 
New York. 

Prompt action is the keynote of success, 
and most of the dealers have tables ready 
at hand to enable them to judge if rates are 


‘propitious. In the absence of tables, how- 


ever, it is a comparatively easy matter to 
work out rates by means of “ chain rule.’ 
(See the section under Cuan RULE.) 
Suppose, for example, an arbitrage dealer 
requires to know what rate of exchange 
among a number of rates is most profitable, 
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he can quickly find his operating rate by a | Sale of Frs. 251,000 at 5-8225 
simple equation. Given the following rates, | 


Amsterdam on London 12°13, New York on 
London 4°853, New York on Amsterdam 40, 
he may want to know which is the better 
way to operate—New York on London, or 
New York on Amsterdam. He sets out his 
problem by chain rule in this way— 


? Dollars = fr 
If £1 = 12°13 florins 
if 100 florins = $40 
12°13 X 40 ae 
oe St 


This shows that $4:8520 is a better rate than 
$4°855—there is a larger margin of profit 
to be obtained by working via New York 
and Amsterdam than by working direct 
from New York on London, for the American 
buyer of sterling will have to pay only 
$4°8520 instead of $4:855 for each pound 
sterling. 

Or, to put it another way, if he is buying 
and selling, he can make a profit by selling 
cable transfers on London at $4:854 to the 
£1, and with the money he can purchase 
cable transfers on Amsterdam at $40 for 
100 florins, and instruct his correspondent 
there to remit to London at 12:13 to the /1, 
the dollar equivalent being $4°8520. 

An operation like this would thus affect 
several exchanges, and it serves to show how 
arbitrage soon sets a number of rates moving 
together. In practice, the cost of cables 
would necessarily enter into the calculations, 
and commissions would also affect the profit. 

This simple arbitrage business is frequently 
undertaken where only three places are con- 
cerned. For example, suppose at any par- 
ticular time a banker in New York had the 
following details before him— 


$4°4663 to #1 
Frs. 5:8225 to $1 
Frs. 26°42 to £1 


London spot rate in New York 
Swiss spot rate in New York . 
Swiss spot rate on London 


The arbitrageur sees from his tables that 
he may net a profit by operating at once. 
He, therefore, sells his draft on Geneva for 
Frs. 251,000 at 5°8225, and with the proceeds 
buys a draft for £9,500 7s. 7d. at $4°4663. At 
the same time he cables to his London agent 
to purchase a draft on Geneva at Frs. 26°42 
per £1, or better, to be sent to Geneva for 
the credit of his account there. Say this 
draft cost £9,500 and was provided for by 
the amount remitted from New York, then 
the banker’s position would work out as 
follows— 
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‘ : $43,108°6 

Purchase ot draft for £9,500 7s. 7d. at 3 : 
$4°4663 to cover purchase of Frs. 

251,000 at 26:42 : . + 42,431°54 

Profit $677-09 

as 


To take another example of simple arbi- 
trage, let us assume that we have sold in 
London “ sight’? exchange on Amsterdam 
at 12:2 to the value of 2,440 florins, which 
would give us £200. We require to provide 
the necessary cover and, at the same time, 
obtain a margin of profit. If the direct rate 
of exchange remains at 12:2, we must find 
some other means of remitting. Assume that 
we find Geneva is selling Amsterdam sight 
exchange at 206 (i.e. 206 francs for 100 
florins) and that Geneva sight can be bought 
in London at 25°75, our calculation, again 
by reference to chain rule, will be— 


? florins == five 
If £1 = ES 925375 
If rs, 206 = Fl. too 
25°75 X 100 

Zi eg 


We can immediately see that by purchas- 
ing £200 worth of Geneva sight exchange, 
sending it to Geneva with instructions to 
purchase Amsterdam sight at 206, we should 
lay down in Amsterdam 2,500 florins, or 60 
florins more than necessary, and at 12:2 this 
would give us about £5 profit on the deal. 

Now let us take an example in compound 
arbitrage— 

Compound er Circuitous Arbitrage involves 
operations, as we have said, between three 
or more centres, and frequently the operator 
not only has, in addition, to decide the best 
rate at which to deal but also has to make 
up his mind whether it is better to draw or 
to remit. In such cases the arbitrageur in 
receiving orders from a correspondent may 
be given rates of exchange to which he is 
limited, and it is, therefore, necessary to 
make a comparison between those rates and 
ruling quotations. 

Suppose he is given an order to remit 
cheques on New York at $4:85} and to 
reimburse himself by drawing on Buenos 
Aires at 464d. When he gets his correspon- 
dent’s telegram, imagine he finds that the 
market quotations are: New York, $4:84{; 
Buenos Aires, 463d. The problem with 
which he is faced is, ought he to execute 
the order ? 

The intending arbitrageur must first of all 
remember this: Jo vemit means that he will 
have to buy bills in London for the purpose 
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of remitting them to the foreign centre, 
while to dvaw means that he will have to 
draw bills upon the foreign centre and sell 
them in London. In this example, then, it 
is necessary to compare present rates with 
given rates. We will take P to signify 
present rate, and G to represent given rates, 
and we get the following fractions— 


Po _ 4:84875 
Ee W Vga > o387 
Dea 
je 46% oe oe 
Now it is self-evident that where the 


appreciation is less than the depreciation, the 
order could not be executed without loss. 
Remitting = 1- -9987 = ‘0013 under the 
required rate. Drawing = 1:0054 — I =*0054 
over the required rate. Therefore he quite 
plainly would not execute the order without 
referring to his correspondent. 

Frequently, a banker working an arbitrage 
business will require to know what is the 
parity of sterling in some particular centre. 
By way of example, we may take the follow- 
ing rates current on 8th January, 1927—- 


Berlin in New York—short sight $23:75 
for 100 reichsmarks. 

Berlin spot rate on London 20-434 
reichsmarks to /1I. 


Suppose, with these quotations before him, 
the operator desires to find the parity of 
sterling in New York, he can work it out 
by a simple chain rule sum, in this way— 


? $ = ieee 
If £1 = 20°43} reichsmarks 
If 100 r.marks = 23:75 $ 
20°435 X 23°75 
Se ar ae, Sa OO SOE 


100 


The quotation, New York on London, at the 
same date, was $4°8525, which would show 
the arbitrageur that there was about } cent 
more to be obtained for each £1 by operating 
from New York on Berlin, and then on 
through London than by working direct 
through New York and London. 

Compound Arbitrage. Now suppose a 
banker desires to work a compound arbitrage 
operation by transferring say, $10,000 from 
New York to London, and he has the follow- 
ing data before him, how should he operate? 


1. Berlin in New York, $23-75 = 100 reichsmarks 


Berlin on London , 20-43} r.marks. = £1 


2. New York spot in Berlin, $1. = 4:21} r.marks 


Berlin on London, 20-43} r.marks. = £1 

3. New York on Amsterdam, $39:96 = 100 florins 
Amsterdam on London, Fl. 12-13 = £1 

4. London cheque rate in New York, $4:84} 
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5. Cable Transfers, New York on London, $4:85. 
6. London, 60 days’ sight, rate in New York, $4°81$. 


Now, given this rather formidable list of 
rates, the operator has to find out which 
method of remittance should be chosen, and 
it is plain that it is first of all necessary to 
bring each quotation to a common form, 
care being taken to simplify the quotation 
for long bills by reducing it to a cheque basis, 
due allowance being made for interest and 
stamps. The lowest parity in dollars will 
then be the cheapest method of remitting 
from London to New York, but the dearest 
return (remitting from London to New York), 
conversely the highest parity, is the dearest 
remittance and the cheapest return. 

Again, by reference to chain rule we may 
set out our calculations in the following form— 


1. ? dollars = £1 cheque 
If £1 = 20°435 marks 
If too r.marks = $23°75 = $4°8533125 
2. ? dollars = £1 cheque 
If £1 = 20°435 r.marks 
If 4-214 r.marks = $1 = $4-8481 
3. ? dollars == {5 cheque 
If £1 = 12°13 florins 
If roo florins = 39°96 dollars = $4°847148 
4. London cheque rate in New York = $4-8425 
5. Cable transfers to New York in 
London, less 7 days interest at 5% 
(London discount rate) $4-8525 
Less 3 “0046 
= $4:8479 
6. London, 60 days’ sight, rate in 
New York, plus 63 days’ interest 
at 5%. = - - *O4I5 
Stamp +0024 
+0439 
$4°81125 
plus -0439 
== = $4°85515 


It is apparent from a study of these pari- 
ties that the cheapest form of remittance 
will be the London cheque in New York. A 
pound sterling can be obtained for the fewest 
number of dollars, viz., $4:8425, and the 
sterling equivalent of $10,000 at this rate 
would be £2,065 1s. The dearest method of 
remittance is by the 60 days sight bill, the 
difference being 1-265 cents per I, or 
£2,059 13s. 4d. But it should be noted, that 
as this is the dearest remittance, it would 
be the cheapest return and would, therefore, 
be selected for the transfer of money from 
London to New York as the remitter would 
get more dollars for each £1. 

But, suppose the rate factors in the first 
example had been such as to produce a 
parity of $4822, then the cheapest form of 
remittance would have been through Berlin, 
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a pound sterling costing only $4:822. In 
that case the transfer could have been made 
either by forwarding to London a cheque 
on Berlin, or by instructing the Berlin cor- 
respondent to draw on New York in favour 
of London, and the sterling equivalent of 
$10,000 would have been £2,073 16s. 11d. 

Two-, Three- and Four-point Arbitrage. 
The reader who has studied the foregoing 
examples will now be able more easily to 
comprehend two-, three- and four-point 
arbitrage. To take the first—two-point 
arbitrage. Suppose, on a given date a 
London bank official, called the ‘‘ dealer,” 
receives a wire from New York that cable 
transfers are quoted at $4:85, and that at 
the same time he finds he can sell cables in 
London on New York at $4:843. He could 
wire his New York correspondent to sell, 
say, £10,000 at $4-85 and to place the pro- 
ceeds, $48,500 to his credit. In London he 
then sells New York cable transfers for the 
equivalent of $48,500 drawn on New York 
at $4:84?, he would receive in London 
£10,005 3s. 2d. He has thus that amount 
with which to meet the cable transfer drawn 
from New York for £10,000. His account in 
New York will be debited with $48,500, the 
sum paid out to the person there in whose 
favour the cable transfer was drawn, and 
as the account was already in credit for 
$48,500 received in New York for the £10,000 
sold, the account is balanced. Butin London 
he has in his account £10,005 3s. 2d. with 
which to meet the cable transfer for £10,000 
drawn from New York, and when that 
amount is debited to the account there will 
be shown an immediate profit of £5 3s. 2d. 
on the transaction, less, of course, cable 
charges, and, possibly, commission to his 
American. correspondent. 

A similar result would have been obtained 
if purchases instead of sales had been made 
by the London dealer, had the reverse rates 
been ruling, viz., $4°85 in London and $4:842 
in New York. He could have cabled his 
American correspondent to purchase £10,000 
cable on London at $4:84%, and at the same 
time could have purchased $48,500 at the 
cable transfer rate, London on New York, 
$4°85. 

is New York $48,475 would have heen 
given in exchange for the right to receive 
£10,000 in London, while in London £10,000 
would have been given for the right to receive 
$48,500 in New York. In London his 
account would be balanced, as he would pay 
out £10,000 against the £10,000 received, 
but in New York he would have $25 more 
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than he had paid out, less, of course, the 
charges. 

In two-point arbitrage London buys on, 
that is remits to New York, and New York 
buys on, that is remits to London. Alterna- 
tively, New York sells, that is draws on 
London, while London sells, that is draws 
on New York. It is the same with any other 
two centres, and no other combination is 
possible in two point arbitrage business. 

Three-point Arbitrage. The position is 
rather different with three-point arbitrage, 
since we have an additional point or centre 
added. By way of example we may sum- 
marize a useful illustration given by Dr. Ira 
B. Cross, in his American work, Domestic and 
Foreign Exchange. He took the following 
rates— 

Sterling cables in New York at $4:89 
French cables in New York, 19°25 
Sterling cables in Paris, 25:22 

To transfer £10,000 direct to London by 
cable would cost the New York dealer 
$48,900. If he had transferred it through 
Paris, he would have found it much cheaper, 
since the rates between both New York and 
Paris, and Paris and London were, in this 
example, below normal. That being so, the 
New York dealer could, had he so desired, 
have telegraphed to his Paris correspondent 
to purchase a £10,000 cable on London, and 
deduct 252,000 francs from his (the New 
York dealer’s) account, but more probably 
he would have taken advantage of the oppor- 
tunity to make an extra gain by buying 
franc cables on Paris in New York and by 
having his Paris agent buy cables in Paris 
on London. The cost and gain to him from 


. the latter method would then have been as 


follows— 


: . $48,900 
franc will 
, ; ‘ : . 254,025'97 frs. 
francs at 25°22 francs per 
. £10,072 8s. 


£10,000 cables at $4:89 . 

$48,900 at 19°25 cents per 
purchase 

254,025°97 

£1 will purchase F 
In this way, by working around two sides 
of a triangle, as it were, the returns were 
greater by £72 8s. than if cables had been 
bought direct, or to put the matter another 
way, it would have cost the New York 
dealer less to get £10,000 to London via 
Paris than it would had it been sent direct 
to London. 

It is possible, however, as Dr. Cross says, 
for the rates in Paris on New York to* be 
such that the New York trader might wire 
Paris to draw on him, that is, to sell cable 
transfers drawn on New York, and then for 
the New York dealer to buy exchange on 
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London with the proceeds. It is possible, 
again, for the rate in London on Paris to 
be such that it might be advisable for 
London to sell exchange on Paris instead of 
having Paris remit the funds to London by 
cable. 

For the transfer of funds to London, then, 
we may have any one of the following com- 
binations of operations— 


New York remits to Paris ; Paris remits to London. 
New York remits to Paris ; London draws on Paris, 
Paris draws on New York; Paris remits to London, 
Paris draws on New York; London draws on Paris, 


To reverse the process and to transfer to 
Paris instead of to London, we may have 
any one of four similar combinations as 
follows— 


New York remits to London ; London remits to Paris. 
New York remits to London; Paris draws on London. 
London draws on New York ; Paris draws on London. 
London draws on New York ; London remits to Paris. 


Dr. Cross has made an exhaustive study of 
these arbitrage transactions, and shows that 
three-point arbitrage operations may also be 
engaged in at times because the rates of 
exchange may be such that it is profitable 
to transfer funds around three sides of a 
triangle, and finally bring them back to the 
starting point as a larger amount, though 
in this case, our view is that the operation, 
or series of operations would be more cor- 
rectly described as “‘ four-point’’ arbitrage, 
or even more. Indeed, Dr. Cross himseif 
has shown that, using the same data as in 
his example above described, when the funds 
have reached London and the rate on New 
York is such that the funds can be trans- 
ferred back to New York at an additional 
profit, it is possible to have at least sixteen 
different combinations of operations similar 
to those described. However, sixteen-point 
arbitrage is hardly the operation that would 
tempt the dealer, whose day is far too full 
to think even of attempting an exchange 
deal of so great a magnitude. 

Four-point Arbitrage. Four-point arbi- 
trage is, possibly, about the limit to which 
most exchange dealers would like to go. As 
is obvious, it adds another point or centre 
to the operation. The principle is the same, 
though, suppose we were working with cable 
transfers, there are no fewer than 192 com- 
binations of operations possible. However, 
but one illustration will serve to show the 
working of four-point arbitrage. 

The rates were chosen at random by the 
author from those ruling on 11th January, 
1927, Viz.— 
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New York on London. Cable= $4:854 = £1 
New York on Paris -? $3:96 = 100 francs. 
Paris on London a tz — 
London on New York oe $4°854 


Working in the same way as in previous 
examples with £10,000, then, 
410,000 will buy at $4°854 = $48,550. 
$48,550 at 3:96 will buy 1,226,o11-10 francs. 
1,226,011°10 francs at 122°25 will buy 
£10,028 14s. 5d. 
£10,028 14s. 5d at $4:85} will buy $48,664-36. 


Thus showing, if we neglect charges, a 
profit of $114-36. 

Arbitrage with the Intervention of Gold. 
Arbitrage business in connection with gold 
is essentially the business of the trained 
bullion dealer or specialist in bullion and 
exchange. It is a business which quickly 
affects rates of exchange. By way of illustra- 
tion we may take an operation given by the 
author elsewhere?. The factors taken for 
illustration were: Exchange, London on 
New York $4:68 to {1, that is 3:7 per cent 
against London. London on Amsterdam 
11 florins 40c. to £1, that is 5-7 per cent 
against London. In New York the rate on 
Amsterdam was 403 cents to the florin, or 
about 1 per cent against the U.S.A. Now, 
suppose by the shipment of gold to Holland 
it had been possible to draw the Amsterdam 
tate up to the mint par—12-107 florins to f1, 
some such operation as the following would 
immediately strike the operator as offering 
a good profit. The American who had a 
balance of, say, £10,000 in London could 
sell it to Amsterdam at the par rate and 
would receive 121,070 florins. On the same 
date he could sell a similar sum in florins 
in New York at 40} cents to the florin, and 
would get, say, $49,033. But if he had sold 
in New York his London balance of £10,000, 
the arbitrage dealer would have received 
merely $46,800. His profit on the former 
operation would have been $2,233. In 
arbitrage work, the operators would note all 
this and would work accordingly. It will be 
plain, therefore, that if a number of dealers 
had commenced their operations, exchange 
would not only move quickly, but the effect 
of the gold shipment to Holland would have 
been spread over several exchanges. 

Direct Arbitrage Operations in Exchange 
with Gold. Arbitrage operators are always 
on the look out to seize any possible advan- 
tage that may be obtained when rates of 


1 Banking and International Exchange, W. F. 
Spalding (Modern Business Institute, London). 
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Left: Australian threepenny piece. Centre: Australian shilling (obvers 
Right : Australian shilling (reverss 


Obverse Reverse 


Australian florin struck to commemorate the opening of the Australian Parliament House at 
Canberra by the Duke of York, 1927 
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exchange deviate from mint parity, always 
supposing the gold is obtainable and no 
prohibition exists against exportation. When 
exchanges deviate considerably from the 
mint par of exchange between any two coun- 
tries, a calculation is made to see what is 
the measure of profit to be derived from 
shipping gold, and if the profit is sufficient, 
or if it is urgently necessary for the operator 
to lay down funds in the foreign country, 
he will resort to gold shipments. As an 
example we will take a similar rate of 
exchange between London and Amsterdam, 
11-40 florins to the £1, and the price of gold 
in London at 84s. 114d. per oz. fine. We 
could work out the following operation— 

Sell a draft on Amsterdam for 120,000 
florins at 11-40 in exchange for which we 
should get £10,526 6s. 4d. We have then to 
cover our account in Amsterdam for the 
120,000 florins with which it will be debited 
when the draft is presented for payment. 
To do this we purchase, say, 2,478 oz. fine 
of gold with our £10,526 6s. 4d. This gold 
we ship to Amsterdam, where it will be sold 
to the Netherlands Bank at the tariff price 
of 1647°50 florins per kilogramme. 2,478 oz. 
is equivalent to 77:07444822 kilogrammes, 
and at 1647°50 we should receive 126,980°15 
florins, thus realizing a profit of 6,980°15 
florins. Against this, of course, costs of 
transport of the gold to Amsterdam, freight, 
insurance, packing, etc., have to be taken 
into account, but the calculation will serve 
to show the possibilities of gold exchange 
arbitrage business. 


ARGENTINA, Money and Exchange of. 


One peso (or dollar) Argentine gold 

1'°6129 grm. of gold, approximately nine- 
tenths fine = $2:27 Argentine paper. 

The Argentine currency consists of gold 
and paper pesos. The money in actual use, 
denominated “ curso legal,’’ comprises paper 
notes of $1,000, 500, 100, 50, 10, 5, and 0-50; 
nickel pieces of $0°20, o-10, 0:05; and 
copper coins of 0-02 ando-or. The equivalent 
at par of 1 centavo up to 1 peso is as follows— 


Copper coin worth 1centavo = o-2od. 
me ‘ a 2 centavos = o-41d. 
Nickel ,, 5 5 % t-o4d. 
” ” ” 10 ” 2-09d. 
»” ” ” 20 ”» 419d. 
Paper note worth 50 os 10-49d. 
of a ae I peso = Is. 8-95d. 


The legal values ascribed to the principal 
foreign currency units in circulation in the 
Argentine Republic are as follows— 


£1 sterling is taken as the equivalent of $5:04 
Argentine gold. 
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Frs. 20 (Napoleon) is taken as the ival 
$4 Argentine gold. aie. 


$10 U.S.A. (Eagle) is taken as the equivalent of 
$10°364 Argentine gold. 

The method of expressing the money 
should be noted— 


$.m/n. moneda nacional = paper pesos 
$.0/s. oro sellado = gold pesos 
The legal limit of tolerance for gold coins 
accepted by the Conversion Office was fixed 
in Jan., 1928, as follows— 
Minimum weight of sovereign 7-695 grammes 


» $5 U.S.A. 8345 
», Napoleon 6:426 


” ” 


Transactions with foreign countries are 
almost invariably made on the basis of the 
gold peso (peso ovo). The peso oro, until 1926, 
existed in name only, and all transactions 
were made in terms of the peso paper, or 
paper peso, which by Law No. 3871 of 4th 
November, 1899, represents 44 cents gold. 
This paper peso is issued by the official 
department, called the “‘ Caja de Conversion,” 
which delivers paper notes in the aforesaid 
proportion against gold on demand. Up to 
the first week of the Great War in r1g14, it 
also delivered gold against notes, but by 
virtue of the emergency legislation embodied 
in Laws Nos. 9481 of 9th August, 1914, and 
9506 of 30th September, 1914, the delivery 
of gold against paper money was temporarily 
suspended. 

In these circumstances, although exchange 
was quoted in gold, it was paid for in paper 
currency only at its legal value, the legal 
value of the paper peso being 44 centavos 
gold, equivalent at par to 20-953 pence. 

On 29th August, 1927, the Argentine 
Government re-opened the Conversion Office 
at Buenos Aires, and thereby permitted the 
withdrawal as well as the export of gold 
against notes. The country thus returned to 
the gold standard. When the Conversion 
Office was closed to the withdrawal of gold 
in August, 1914, the country’s stock of gold 
was approximately $275,000,000, the propor- 
tion to the note circulation being about 
63% per cent. On the return to the gold 
standard, the actual gold in the Conversion 
Fund amounted to $453,798,984, with the 
note circulation at $1,324,379,558 m/n. 

The par rate of exchange for the gold peso 
is 47-619 pence or U.S. $0-9649, and hence- 
forward the exchange fluctuations with 
London and New York and the Argentine 
will be on either side of those parities. 

Exchange is quoted in London in pence 
per peso, Argentine gold, and on New York 
in pesos Argentine gold per $100 WeSwas 


ARG] 


For bills of exchange, go days sight is the 
principal usance by mercantile custom 
between London and Buenos Aires. 


ARGENTINA, Par of Exchange with England. 
(See Mint Par.) 


ASCENCION ISLAND, Money of. 


The currency is the same as that of Great 
Britain, and accounts are kept in pounds, 
shillings, and pence. 


ASHANTI. 
(See GoLp Coast.) 


ASSAM, Money and Exchange of. 


The monetary circulation is the same as 
that of India, and exchange is quoted on 
London in shillings and pence to I rupee. 
(See Inp1aA, MONEY AND EXCHANGE OF.) 


ATHENS, Mint Par between London and. 


The mint par between London and Athens 
is drachmae 25:2215 to £1. 


AUSTRALIA, Bank’s Charges for Collection 
of Drafts. 


The charge made for collection of drafts 
on Australia or New Zealand is 3 per cent. 
The proceeds are remitted home by 60 days 
sight drafts on London, the banks charging 
exchange at the current rate of the day 
Australia or New Zealand on London, unless, 
of course, the drawer of the bill gives other 
instructions as to the disposal of proceeds. 


AUSTRALIA, Exchange Rates on. 
(See RaTES oF EXCHANGE.) 


AUSTRALIA, Money and Exchange of. 


The gold, silver, and bronze currency is 
the same as that of Great Britain, though 
the design on the coins is different. Australia 
attends to its own coinage, and has mints 
at Melbourne and Sydney. The only Bank 


of Issue is now the Government institution, 


the Commonwealth Bank of Australia. 

The unit of exchange is the telegraphic 
transfer, and exchange between England and 
Australia is quoted at a percentage premium 
or discount to £100. As a general rule, it 
may be said that the rates quoted by the 
Australian banks in London for selling 
telegraphic transfers are complementary 
with the buying rates quoted by the banks 
in Australia for telegraphic transfers on 
London. For example, in November, 1927, 
the selling rate in London was {99 12s. 6d. 
(i.e. 78. 6d. discount), while the buying rate 
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in Australia was £100 7s. 6d. (i.e. 7s. 6d. 
premium). 

The banks also quote for demand drafts 
in either direction, the difference between the 
telegraphic transfer rate and the demand 
rate being approximately the calculated 
interest for the period of the voyage. 

The other usances quoted for by the banks 
are: 30 d/s, 60 d/s, and 90 d/s. About 99 per 
cent of the bills bought are documentary, 
i.e. bills that cover the shipments of merchan- 
dise, and the basic rate, that is the demand 
rate, is fixed in accordance with the need 
for money in either country. That is to say, 
if money is wanted by the banks in London, 
the buying rates quoted in London will move 
against the shipper to Australia, while the 
buying rates in Australia will alter in favour 
of the shipper from Australia, or, to put it 
in another way, rates may be expected to 
move in favour of transactions resulting in 
the banks’ receiving money in London, and 
against business which depletes London 
resources. If money is wanted in Australia, 
then, of course, the tendency will be just 
the reverse. 

Apart from these factors, the interest rates 
for money in Australia and London have a 
very definite bearing on the rates of exchange 
quoted. This may be seen from a study of 
the rates quoted in November, 1927, which 
were— 


LONDON ON AUSTRALIA AUSTRALIA ON LONDON 


Usance. Buying. Selling. Buying. Selling. 
TA 998 100% rooz 
Demand 98% 99t 99 roo¢ 
godays 9713 99% 100 
Go y + OF 98% 99% 
90 96ts 98% 


The basic rate includes a small margin for 
the banks’ services, risk, expense, and for 
the necessary adjustments. Usances are in 
steps of 30 days, and it will be observed 
the shading is 11s. 3d. for each 30 days in 
the buying rate on Australia, i.e. equivalent 
to 6} per cent per annum, the approximate 
rate of interest charged on overdrafts in 
Australia at the time the rates were current. 

The selling rates, Australia on London for 
similar usances, as will be seen, are made 
in steps of 1os. for 30 days, and correspond 
with an interest rate of 44 per cent per 
annum, roughly the equivalent value of 
money in the London market at the time. 
The basis rate, here again, includes the usual 
charges. 

Another factor to be borne in mind in 
Australian exchange is, that Australia being 
pre-eminently a seasonal country, rates tend 
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to move in accordance with seasonal demands 
for banking and exchange accommodation. 


AUSTRIA, Money and Exchange of. 


Austria stabilized its currency under the 
law of zoth December, 1924, when she 
adopted the monetary unit of 1 schilling 
gold, equal to 0-21172086 grm. of fine gold 
in substitution of the existing kronen of 
100 heller. The schilling is divided into 
Ioo groschen and is equal to 10,000 of the 
old kronen. 

The Federal Law of 1924 provided for the 
minting of gold pieces of 100 and 25 schilling 
pieces, but it was not till June, 1926, that 
the Austrian National Bank commenced the 
coinage of these pieces. The 100 schilling 
coin weighs 23°5245 grammes, -goo fine, and 
therefore contains 21:172086 grammes of 
pure gold, and the 25 schilling piece weighs 
5°8881 grammes, -goo fine, and thus contains 
5°29302168 grammes of pure gold. 

The limit of tolerance for the gold coins is 
2/1000 part in weight, and 1/1000 part in 
fineness. The minimum weight fixed for the 
roo schilling piece when in currency is 23°47 
grammes, and for the 25 schilling piece 5:85 
grammes. 

The public is given the right to present 
gold for coinage at a charge of 13°20 schillings 
per kilogramme of fine gold for the 25 schil- 
ling coins,and 14:17 schillings per kilogramme 
for the 100 schilling pieces. 

The Austrian National Bank is also 
obliged to accept at any time on demand 
bar gold in exchange for bank-notes on the 
basis of the standard above fixed (Art. 92 of 
the Statutes of the Austrian National Bank). 

From 1 kilogramme of gold -goo fine will 
be coined 42:5088 roo schilling pieces, or 
170°0352 25 schilling pieces, so that I 
kilogramme of fine gold would produce 
47°232 100 schilling pieces, or 188-928 
25 schilling pieces. 

The fee to be charged for coining gold for 
private account will be fixed from time to 
time, but must in no case exceed 3 per mille 
of the value. 

Silver coins were provided for under the 
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Act of 1924. The 1 schilling coins being 
‘640 fine, weighing 6 grm.; the 2 schilling 
piece weighed 12 grm., and the 50 groschen 
piece (} schilling) 3 grammes, all -640 fine. 

The first schilling coins were issued at the 
end of 1924, and owing to their compara- 
tively high silver content, they immediately 
disappeared from circulation. A second 
series was issued in 1925, containing less pure 
silver. At that time, both issues were legal 
tender. In the autumn of 1926, however, 
the Ministry of Finance announced that the 
coins of the first issue were to be withdrawn 
as from ist January, 1927, and from that 
time onwards only o-60 schilling has been 
paid in exchange for the former silver 
schilling coin. In March, 1927, it was 
announced by the Ministry of Finance that 
these coins would henceforth be legal tender 
for the same value as the coins of the second 
issue. 

Silver is legal tender to an amount of 
50 schillings. 

The following are the denominations of 
the token coins issued by the National Bank 
of Austria up to the end of 1926— 


10,000 kronen) 


Silver : 1 Schilling-piece ( 
2 


” = 5,000 ” ) 
Copper & Nickel : 1,000 kronen-piece (= 10 groschen) 
Copper : 200 5 (= 2 ae) 
100 ” (= I ” ) 
Copper & Nickel: 10 groschen-piece 
Copper : 2 ” 


I 


At the end of November, 1927, the value 
of the coins issued was Austrain schillings 
741340,098-32. 

The National Bank of Austria was estab- 
lished on 1st January, 1923, as a private 
bank, not a State institution. It has a 
capital of schillings 43,200,000, and the 
note circulation on 31st December, 1927, 
amounted to schillings 914,143,000. 

Exchange on London is quoted in schil- 
lings and groschen to £1, and on New York 
in U.S. dollars and cents to roo schillings. 


AUSTRIA, Par of Exchange with England. 


The par of exchange with London is 34°61 
schillings to £1. (See MinT Par.) 


BAH] 


BAHAMAS, Money of the. 


British gold and silver coins are legal 
tender throughout the Colony, and accounts 
are kept in pounds sterling. 

American money also circulates, and 
American gold and silver certificates of $5 
and upwards, though not legal tender, are 
accepted freely. 

Local currency notes have been issued by 
the Government in denominations of 4s., 
1os., and £1 to the value of £60,000. British 
currency notes are also in circulation. 


BAHREIN ISLANDS, Money of. 


The principal monetary unit is the Indian 
rupee, but the Maria Theresa dollar (coined 
at the Vienna Mint), and the Turkish lira, 
also circulate. 

The value of all three units fluctuates 
according to the rate of exchange, that for 
the Indian rupee following closely the 
exchange on Bombay, approximately 1s. 6d., 
while the Maria Theresa dollar varies with 
the price of silver. The Turkish lira is worth 
about 2os. to 20s. 6d. The Persian 2 kran 
piece, worth about od., also circulates, its 
value, again, fluctuating with the price of 
silver. 


BALUCHISTAN STATES, Money and Ex- 
change of. 


The monetary circulation is the same as 
that of India, and exchange is quoted on 
London in shillings and pence to 1 rupee. 
(See INDIA, MONEY AND EXCHANGE OF.) 


BAMBOO MONEY. 


Pawnbrokers in Huchow, Chekiang Pro- 
vince, were reported in September, 1924, to 
be using bamboo chips as substitutes for 
cash. Bamboo money has been in use among 
merchants and brokers in Sungkiang and 
other districts in the Kiangsu province. 

Bamboo tokens are also in use in Shanghai. 
Small pieces are used in small Chinese shops 
which sell hot water. One which the author 
has examined (see photograph inset) has on 
it Chinese characters denoting the shop 
which issued it, the only one at which the 
bamboo can be used—it also has the value 
inscribed on it, and reads: ‘‘ 3 cash copper.” 
They are used as substitutes for copper cash 
by the hot water shops. 
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Others in the author’s possession are used 
by contractors and other firms which engage 
workmen or coolies. They can be used only 
in connection with the firm whose “ chop ”’ 
or trade name or mark, is inscribed on the 
bamboo. The Chinese characters on the 
bamboo are large and small, the former 
denoting the name of the firm, and the latter 
reading ‘‘ workman,” meaning that it is a 
workman’s bamboo. The system is this— 
when a coolie is engaged he is given a bam- 
boo, and when he has done his job he receives 
his wages in exchange, which are fixed when 
he first takes the bamboo, say 30 cents in 
actual copper cash. 


BANCA D'ITALIA. 
(See Iraty, NoTE CIRCULATION OF.) 


BANCA KOMBETARE ESHQIPNIS. 


This is the National Bank of Albania. 
(See ALBANIA.) 


BANCO DE MEXICO. 
(See Mexico, BANco DE MEXICco.) 


BANIAN. 


A banian is a guarantee broker who acts 
as the intermediary in the finance of the 
trade of India between European banks and 
firms and the native merchants and dealers. 
(See COMPRADOR SYSTEM and SHROFF.) 


BANK PAPER. 


A phrase used in the London money 
market to describe bills accepted by the 
first-class London banks. Bank paper really 
comprises all those bills drawn on and 
accepted by the great joint stock banks and 
finance houses, also those drawn on and 
accepted by the London offices of the large 
Indian and colonial banks. It does not 
matter whether the bills emanate from 
abroad, or whether they are simply drawn, 
accepted, and paid in London—they all 
represent bank paper, provided the accepting 
banks are domiciled, and have their head 
offices in London. Sometimes, bank paper 
includes first-class mercantile bills carrying 
the names of first-class London banks as 
endorsers, though in times of stress the 
tendency will be to restrict the term ‘“ bank 
paper ”’ to cover only bank acceptances. 


CHINA 


BAMBOO MONEY 


The small bamboo is used by the Chinese shops which sell hot water. The characters on it 
denote the name of the issuing shop (at which, and there only, it can be changed), and also the 
value, viz., 3 copper cash. They are used as a substitute for copper cash. 


The next one in size is used by contractors and other firms who employ workmen and 
coolies. It can be used only with the firm whose “ chop ”’ it bears. The larger characters give 
the name of the contractor, and those at the left-hand mean ‘‘ workman.’’ 


The large one is similar to the other workman’s bamboo. Vhe “ shop ”’ or name reads ‘‘ Ito 
& Co.’s. Go-down’”’ (an Eastern name for a warehouse). 


Thirty years ago bamboo chips were used by the small exchange shops as substitutes for 
copper cash. Each bamboo then had on the one side the “ chop ”’ of the shop and the value on 
the other, and they were redeemable for hard cash at the shop of issue—thus resembling in 
some respects a bank-note. 


Id 
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Bank acceptances are always discountable 
at the best rates of discount, i.e. the market 
rate of discount, which is usually less than 
the bank rate, the charge by the market for 
discounting first-class mercantile accept- 
ances. Generally speaking, the rate for dis- 
counting bank paper is anything from } to 
I per cent lower than that charged for 
discounting fine trade paper. It all depends 
upon the state of the money market. 
Branches in London of the large foreign 
and colonial banks, and other finance or 
accepting houses of undoubted prestige, can 
usually get their bills discounted at slightly 
over the discount rate for bank paper, and, 
in normal times, even at the same rate as 
for bank paper. It is all a question of keen 
bargaining, and there is often a good deal of 
give and take in the matter of rates. In some 
quarters there is, however, a tendency to 
differentiate between bank paper, and to 
make two classes, viz., fine bank paper and 
bank paper, the former consisting of accept- 
ances of the first-class London joint stock 
banks, and the latter the acceptances of the 
Indian and colonial banks, whose head offices 
are domiciled in London. Here, again, the 
guiding rule adopted by the Bank of England 
is: Has the bank the greater part of its 
assets in London or abroad ? It is perhaps 
unnecessary to add that if the assets are 
small, the paper is not “‘ fine ’’—for as bank 
paper also implies “ fineness,’’ bills likely to 
fall far short of that adjective are rigidly 
excluded. 

The difference between bank bills and fine 
bank bills is a little difficult to define. The 
distinction is noticeable not so much in the 
tates quoted, as in the preference for one 
bank’s paper over that of another. 

Three months’ bills are most in demand 
in London, for the reason that the banks 
and other finance houses who carry this class 
of investment, find it practicable not to tie 
up too large a proportion of their money for 
longer periods. Three months’ paper is, 
therefore, regarded as the ideal paper for 
discount purposes and, as a rule, bills at 
about that usance are not difficult to place. 

There is no definite ratio between the rates 
quoted for three months’ bills. With the 
longer-dated paper, the question of longer 
credit enters into the calculation, and rates 
paid will depend largely upon the probable 
trend of the market and the standing of 
the persons whose names appear on the 
bills. (See BANK RATE ; DiscouNT—DIs- 
COUNTING; FINE TRADE PAPER; MARKET 
RATE.) 
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BANK RATE. 

The bank rate in England is the minimum 
rate charged by the Bank of England for 
discounting approved bills of exchange with 
not more than fifteen days to run before 
maturity (i.e. the date the bills fall due to be 
paid by those who have accepted them), 

As we shall see, the bank rate has an inti- 
mate connection with the foreign exchanges ; 
its influence over other rates of interest in the 
money and exchange markets is very marked. 

The Bank of England can, in general, 
exercise a powerful influence over the value 
of money in the market. The reason is well 
explained by Clare (Money Market Primer, 
pages 7-8), who points out that the stock of 
money the Bank of England itself holds 
forms an essential part of the general supply. 
Further, the people who deposit money in 
the joint stock banks, have an awkward 
habit of regarding the Bank of England rate 
as the basis for the interest they expect to 
get from the outside banks. ‘‘ If bank rate 
be 34 per cent, they expect to get 2 per cent.” 
Most people are familiar with the fact that 
the rate for short deposits allowed by the 
joint stock banks rises or falls with the 
movements in bank rate; but it does not 
do to rely too much upon that factor as a 
criterion of the rates allowed by the bankers 
themselves. A relatively large amount of 
the bankers’ balances which figure in the 
“ Other Deposits ’’ of the Bank of England, 
represents current account money at the 
credit of their customers, upon which no 
interest is paid. Consequently, the rate at 
which the bankers lend, or at which they 
discount bills, will depend upon the average 
rate the money costs them ; when the inter- 
est they pay on deposits is spread over the 
whole of their balances, although some money 
is on long deposit at higher rates, yet the 
price they pay for the total sums will be 
comparatively small, and they will, therefore, 
be able to lend at considerably lower rates 
than if they had to give interest on all the 
money deposited with them. 

When Walter Bagehot wrote his famous 
treatise Lombard Street, it was undoubtedly 
true that, ordinarily, there was not enough 
money in Lombard Street to enable all bills 
to be discounted without some money being 
taken from the Bank of England ; but with 
the rise of the joint stock banks, and the 
enormous progress they have made in the 
London money market, the influence of the 
Bank of England is not so great, and in 
normal times the market is able to absorb 
most of the bills offering. 
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As a matter of fact, the Bank of England 
itself has for very many years recognized the 
efficacy of the open rate in London (Market 
Rate of Discount), and since 1878 has pur- 
chased bills from its own customers at rates 
similar to those obtainable on the open 
market. However, it is still true that at 
times, during periods of change and adjust- 
ment, the open market has more bills than 
it can carry or buy under discount, and in 
such circumstances resort is had to the Bank 
of England for accommodation. The bank 
can then fix its own rates for financial 
assistance, Further, the nature of the control 
exercised by the Bank of England over the 
open market is plain in all times of crisis, 
but in practice it is also readily discernible 
whenever there is a scarcity of ready money. 

The “‘ Other Deposits,’’ as we have said, 
represent the balances of the other banks 
with the Bank of England. Not all of this 
money is at the disposal of the market ; the 
banks, having made the Bank of England 
the ultimate guardian of their reserves, 
utilize only a portion of the money for the 
benefit of the open market. It should be 
borne in mind, however, that a deposit at 
the Bank of England is counted as gold by 
the owner of the money. Banks always keep 
a proportion of their funds, usually about 
15 to 20 per cent of their liabilities, liquid. 
Up to this ratio they will meet the market’s 
requirements by lending money or by dis- 
counting bills freely. But, if from various 
causes there is a pressure for money, the 
banks first of all begin to call in their money 
which has been lent out at call or at short 
notice ; then, if the pressure continues, they 
either will not discount at all, or else will 
decline to discount for “ cash.’’ That is to 
say, they will not follow their customary 
practice of paying cash for the bills bought 
under discount on the same day. In such 
circumstances the unfortunate borrowers, or 
possessors of bills who must have the money, 
have no other alternative but to apply to the 
Bank of England for assistance. The market 
is then said to be ‘‘in the Bank,’’ and the 
Bank of England meets the requirements 
of the bill brokers and others by discounting 
bills which have only a short time to run, or 
it advances money on gilt-edged securities 
of the “ floater’ or “‘ terminal” type, that 
is, stocks which have only a short period to 
run before they mature. When this happens, 
it is obvious that the Bank of England is ina 
position to dictate terms and to exact its own 

_Ttates, and the price charged for accommoda- 
tion is always higher than that which had 
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been previously obtainable on the open 
market. Then, again, the bank always 
insists upon the loans being taken for a full 
week at 4 per cent over bank rate, so in the 
circumstances it has thus a very effective 
control over the market. 

The working of the Bank of England rate 
of discount is interesting. During the Great 
War the whole system, of course, was more 
or less artificial, but with the advent of the 
return to the gold standard in April, 1925, 
bank rate again began to play its usual role, 
and has since reverted to its pre-war func- 
tion. We cannot do better, then, than 
describe the system in vogue before the war ; 
it was well explained by the Committee on 
Currency and Foreign Exchanges. They 
showed that when the foreign exchanges 
were favourable to London, that is to say, 
when the balance of trade was in favour of 
England, gold flowed freely into the country. 
When the balance of trade was unfavourable 
and the exchanges were adverse, it became 
profitable to export gold. The would-be 
exporter bought his gold from the Bank of 
England and paid for it by a cheque on his 
account. The bank obtained the gold from 
the Issue Department in exchange for notes 
taken out of its banking reserve, and the 
result was that its liabilities to depositors 
and its banking reserve were reduced by an 
equal amount; the ratio of reserve to 
liabilities consequently fell. If the process 
were repeated sufficiently often to reduce 
the ratio in a degree considered dangerous, 
the bank raised its rate of discount, and this 
caused money to be left in London instead 
of being remitted abroad. Money was also 
attracted from abroad to take advantage of 
the higher rate, and thus the outflow of gold 
was checked and the stream oft-times 
reversed. (First Interim Report, Cunliffe 
Committee, 1918.) 

As we have shown, all money rates in the 
market are intimately connected with bank 
rate, and the reader will consequently 
realize that the action of the Bank of Eng- 
land in raising its rates was intended to bring 
the other lenders into line and to result in 
raising the general level of all other rates. 
Except in abnormal circumstances, therefore, 
a rise in bank rate has for effect the raising 
of the level of money in the London money 
market, though not necessarily above the 
level of that ruling in Continental centres. 
In a word, the ulterior motive is to make it 
unprofitable to export gold. Further, as it is 
known that foreign financiers are quick to 
seize the advantages offered, it is hoped that 
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high interest rates, in conformity with the 
old economic law, will attract capital to the 
country. In pre-war days the bait was 
usually sufficiently alluring ; money was sent 
over from abroad for temporary investment 
in bills of exchange, and so the import of gold 
to replace that which had been exported was 
accomplished. Nowadays, however, the posi- 
tion is rather different; Continental coun- 
tries have been busy since the war in 
stabilizing their currencies; earnest efforts 
are being made by the various States and 
central banks to build up a sufficiency of gold 
reserves, and frequently gold is taken from 
London without reference either to the 
position of bank rate, or to rates of exchange. 

The utility of bank rate, however, for 
checking the foreign demand for our gold 
when it threatens to deplete our reserves is 
important, though, as we have said, it was 
much more in evidence in pre-war days than 
now. There is, however, another aspect of 
the question which it is easy to follow. We 
refer to the effect of bank rate upon the home 
market, which is practically the same now 
as it was before the war. 

When bank rate is raised, of necessity it 
affects other rates charged for loanable 
funds. It lessens the demands for loans for 
business purposes, and so tends to check 
expenditure and to lower prices in this 
country, with the result that imports are 
discouraged and exports encouraged, and 
the exchanges thereby influenced in our 
favour. What is aimed at, in effect, is a 
contraction of the currency. By raising the 
rate of discount and taking such steps as 
will make it effective in the open market, 
the bank induces a general rise of interest 
rates and a restriction of credit. The subse- 
quent high cost of money makes it expedient 
to postpone new enterprises, and the demand 
for constructional materials and other capital 
goods is lessened. What follows is a falling 
off in employment, and this diminishes the 
demand for consumable goods; while those 
who are carrying stocks of commodities with 
borrowed money, being confronted with 
increased interest charges, if not with actual 
difficulty in renewing loans, plus the prospect 
of falling prices, tend to press their goods on 
a weak market. The result is a decline in 
general prices in the home market, and this, 
by checking imports and stimulating exports, 
helps to restore the adverse trade balance 
which is usually the primary cause of the 
foreign demand for gold. (Cf. First Interim 
Report on Currency and Foreign Exchanges.) 

In this connection, the operation of the 
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bank rate is interesting ; and, as showing its 
effectiveness for contracting speculative 
credit and reducing inflation, we paraphrase 
the remarks of Sir Charles Addis, a Director 
of the Bank of England, and probably the 
foremost foreign exchange banker of his 
time. 

In his address to London bankers on 8th 
November, 1921, he said that on the cessa- 
tion of hostilities, in 1918, the bank rate 
stood at 5 per cent. It remained unchanged 
during the whole of 1918 and 1919. The 
purchasing power of Europe had declined, 
but the decrease was veiled by the device of 
“pegging ” or fixing, the foreign exchanges, 
and prices continued to rise. From March, 
1919, the upward curve was sharply accentu- 
ated by a speculative boom, which by April, 
1920, had carried the price index number to 
the highest point then reached. The urgent 
necessity for prompt application of remedial 
measures, if a commercial crisis was to be 
avoided, could no longer be obscured by the 
sophistry of the inflationists. In April, 1920, 
a rise in the bank rate, which was indeed 
overdue, was made to 7 per cent. Some of 
the critics questioned the paramount influ- 
ence of the rise in bank rate on this occasion. 
Yet what followed—whether post hoc or 
propter hoc, as Sir Charles Addis said, he 
did not pause to inquire—was remarkable. 
Prices fell three times as quickly as they had 
risen, and it was doubtless considerations of 
this kind which led to the reduction of bank 
rate in 1921, by successive stages, from 
63 per cent in April to 54 per cent in July, 
and to 5 per cent in November, 1920. 

When Sir Charles Addis made his speech 
it was, as he remarked, too soon to judge 
definitely of the result; but subsequent 
events did show that the lowering of the bank 
rate brought about easier monetary condi- 
tions and resumption of activity in the stock 
and share markets. This brightening influ- 
ence soon spread to other markets ; financial 
facilities for trade were easier to obtain from 
the banks, and a slow but steady improve- 
ment in trade was noticeable. 

We thus get proof of the natural, if 
curious, corollary, that a change in the bank 
rate operates directly on the mind of man 
in predisposing him to a certain course of 
action. Its connection, however, is mainly 
indirect in producing the conditions, or, se if 
one may say so, the atmosphere congenial 
to the free functioning of the economic forces 
of supply and demand. A rise in bank rate 
is the danger signal, the red light warning 
the business community of rocks ahead on 
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the course in which they are engaged. A fall 
in bank rate is the green light indicating that 
the coast is clear and that the ship of com- 
merce may proceed on her way with caution. 
. . . In the bank rate, whether for a rise or 
a fall, we have an instrument of which the 
action indeed has been obstructed by the 
adverse circumstances of the ‘ Peace,’ but 
whose efficiency for ultimately producing 
the financial result remains unimpaired by 
anything that has happened during or since 
the war. They are not without grounds for 
their belief who hold more strongly than 
ever that in the suppleness of the bank rate 
lies its chief virtue, and that its efficacy, 
especially in the way of prevention would be 
increased to the great advantage of the 
community if it were more frequently and, 
above all, more promptly applied. There is 
a sentimental prejudice against changes in 
the bank rate which has no real economic 
justification. In any case, the disadvantages 
attaching to frequent changes in the bank 
rate are as dust in the balance when weighed 
against the supreme advantage to trade of 
comparative stability of prices.” 

The changes in bank rate since November, 
1920, have been as follows— 


Feb. 16, 1922 = 44% July 5, 1923 = 4% 
April 13, ” — 4% Mar. 5, 1925 = 5% 
June 15, ,, = 34% Aug. 6, ,, = 4t% 
July E35 nih 3% Oct. TI, ow» = 4% 
Dec 3 = 5% 


April ai, 1927 a 14% 
(See MaRKET RATE.) 


BARBADOS, Money of. 


British gold, silver, and bronze coins are 
legal tender, but the notes of Barclays Bank, 
Dominion, Colonial and Overseas (Colonial 
Bank), the Royal Bank of Canada, and the 
Canadian Bank of Commerce also circulate, 
The notes are in dollars of the following 
denominations: $1, $2, $5, $20, $100, $500, 
and $1,000. £1 currency notes = $4-80, and 
10s. = $2-40, are in circulation, too. 


BASUTOLAND, Money and Exchange of. 


The currency is the same as that of Great 
Britain, and British currency in general 
circulates. 

Exchange is quoted by the South African 
banks at a premium or discount per £100, 
according to demand and supply, the rates 
in November, 1927, being: demand, } per 
cent discount; telegraphic transfers, + per 
cent discount. 

Money may be sent to or from Basutoland 
by postal or money orders. 
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BECHUANALAND PROTECTORATE, 
Money of. 


British currency circulates throughout the 
Protectorate. 

Exchange with London is quoted at a 
premium or discount per £100. 


BELGIAN CONGO, Money of. 


The currency of the Belgian Congo is the 
same as that of Belgium. Notes of the 
Banque du Congo Belge are also in circula- 
tion. 

A Royal Decree of 28th December, 1920, 
made legal special currency of inferior metal, 
viz., 1 franc and 50 centimes. 

Gold and silver coins disappeared from 
circulation in 1914. 

A Royal Decree of 15th March, 1909, pro- 
vided for the following coins, which are still 
current: 20, 10, and 5 centimes, and per- 
forated copper coins, special to the colony, of 
2 and 1 centimes. 

The following coins were struck at the 
Brussels Mint in 1926— 

Nickel Bronze: 29,500,000 1 franc pieces 
41,200,000 50 centimes pieces 

5,765,000 5 centimes pieces 


” ” 


” 


BELGIUM, Money and Exchange of. 


On 25th October, 1926, Belgium stabilized 
her currency by adopting a new monetary 
unit, the “‘ belga.’’ One belga is equal to 5 
Belgian paper francs, and corresponds to the 
fine gold weight of o-oz0921I gramme as a 
basis of stabilization. On this basis the gold 
contents of 35 belgas are equal to those of 
one sovereign, and the gold parity of the 
U.S.A. dollar is 7:19193 belgas. 

The belga was created for the purpose of 
facilitating international transactions. For 
internal circulation the franc, divided into 
1oo centimes, remains the monetary unit, 
and as in the past, accounts will be kept in 
francs and centimes. 

It will be observed that as 1 belga is equal 
to 5 paper francs, and 35 belgas are equal to 
£1, the franc was stabilized on the basis of 
175 francs to the f1. 

The following are the equivalent of the 
belga in foreign monetary units— 


1 belga = 0-209211 gramme fine gold 
35 belgas = 1 sovereign 
1 belga = 5 francs 
7:19193 belgas = 1 U.S.A. dollar 
2°8925 » = I guilder or florin 
I°7I5I », = 1 Reichsmark 
1'9276 »» = I Swedish krona 
1:2008 = 1 Swiss franc 


” 
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The following coins were struck at the 
Brussels Mint in 1926— 
7,700,000 25 centimes pieces 
13,166,000 10 centimes pieces 
- ~ 7,000,000 5 centimes pieces 

The Banque Nationale de Belgique is the 
bank of issue. Its capital is 200 million 
francs. The notes in circulation on 5th 
January, 1928, were 10,403,740,400 frs. 
The notes are payable on demand against 
gold, silver at its gold value, and claims 
payable in gold abroad at the option of the 
bank. At least 30 per cent of the reserve 
must be in gold. Art. 30 of the Statutes 
enacts that the Bank must hold gold or 
claims payable in gold abroad equivalent to 
40 per cent of its sight obligations. The notes 
cover ratio on 5th January, 1928, was 55:05 
per cent. 

Exchange with London is quoted in belgas 
and centimes to £1. 


BELGIUM, Par of Exchange with London. 


The par of exchange between Belgium 
and London is 35 belgas equal £1 (gold). 


BELGRADE, Mint Par between London and. 


The par of Exchange between Belgrade 
and London is dinars 25:2215 = £1. 


BERLIN, Gold Points between London and. 
(See GoLp Ponts.) 


BERLIN, Par of Exchange with London. 


The par of exchange between Berlin and 
London is reichsmarks 20°429 = £1. 


BERMUDA, Money and Exchange of. 


British gold and silver coins are full legal 
tender, and the currency is the same as in 
the United Kingdom. The British currency 
notes of £1 and tos. circulate and are legal 
tender, but there is also a local Bermudan 
currency note issue in £1 notes. The Bermuda 
Government issue is limited to £40,000. 

American dollar notes are also in circula- 
tion, and they are mainly used by commercial 
houses for remittances to the U.S.A. 

The Treasury Chest Office, however, issues 
drafts, and these form the principal medium 
of exchange between the colony and other 
countries. 


BERNE, Mint Par between London and. 

The par of exchange between Berne and 
London is 25:2215 frs. = £1. 
BHUTAN, Money of. 


The monetary unit of this Eastern Hima- 
layan state is the Indian rupee, and the 


Nickel Bronze: 


” ” 
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currency is the same as that of British 
India. 

Exchange also follows approximately that 
between India and England, the quotation 
being in shillings and pence to 1 rupee. 


BILL OF EXCHANGE, Foreign, Dishonour of. 
(See RE-EXCHANGE.) 


BILLS OF EXCHANGE. 
(See TREAsuURY BILts.) 


BLUE SKY LAWS. 


Blue sky laws are laws passed by state 
legislation in the United States of America 
in regard to the sale of securities to the 
public. They have been given the slang 
name “blue sky ’”’ from the assertion that 
some of the worst of the American fraudulent 
promoters issue securities with no assets 
behind them except the blue sky. The laws 
differ widely from each other, according to 
the state in which they are enacted. The 
first blue sky law was enacted in the State 
of Kansas—an enthusiastic but somewhat 
short-sighted commonwealth—in 1911. From 
Kansas the laws spread to other states, until 
to-day almost all states in the U.S.A. have 
such laws of one sort or another. In the 
beginning, the tendency was for the state 
under a blue sky law to undertake the 
licensing of persons intending to sell securi- 
ties in that state, as well as the licensing of 
the security issues to be sold there. While 
these laws have undoubtedly done a certain 
amount of good in reducing the more obvious 
types of security swindling, at the same time 
it cannot be said that they have achieved 
the end for which they were designed. At 
the present time the whole subject of blue 
sky laws in the U.S.A. is, in consequence, a 
controversial one. In general, the tendency 
has been in these laws to reduce the direct 
surveillance of security sellers and security 
issues by the state, and to substitute therefor 
a more active prosecution by the state prose- 
cuting officials of cases where swindling in 
securities has actually occurred. In other 
words, the blue sky laws which were origin- 
ally preventive in character, now tend to 
become punitive legislation instead. 

The State of New York, under whose laws 
the New York Stock Exchange, of course, 
operates, has never attempted to license 
security sellers or security issues. But, by 
what is known as the Martin Law, New York 
State has endeavoured to give additional 
powers of investigation and prosecution to 
the state and county prosecuting officials. 
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The New York Stock Exchange has always 
condemned licensing systems as a cure for 
the security swindling evil, and has heartily 
endorsed the principle of punishing the 
swindler. New York has, therefore, always 
favoured the Martin Law as the most 
practical means of reducing the swindling 
evil. 


BOLIVIA, Money and Exchange of. 


The monetary unit is the gold peso, but 
there is no gold in circulation. Under the 
Act of 14th September, 1906, provision was 
made for the peso to weigh 1°5976 grammes, 
-g16 fine (or 1:464466 grammes pure gold). 
However, the country is nominally on a gold 
basis, and English and Peruvian sovereigns 
and half-sovereigns are legal tender for any 
amount. 

The rate of exchange for inland transac- 
tions is fixed by law at 12-5 bolivianos to 
the pound sterling. 

The silver coins are -goo fine and are in 
denominations of: 1 boliviano = 100 cen- 
tavos ; 4 boliviano = 50 centavos. 

There are also nickel coins of 20, 10, and 
5 centavos. 

Even silver has but a limited circulation, 
the principal medium of exchange being the 
convertible paper notes issued by the Banco 
de la Nacion Boliviana in denominations of 
I0O, 50, 20, Io, and 5 bolivianos. 

Exchange, La Paz on London, is quoted 
in pence per 1 boliviano; on New York in 
bolivianos to $1; and on Paris in francs 
to 1 boliviano. 


BRASSAGE. 
(See SEIGNIORAGE and COINAGE, FREE.) 


BRAZIL, Money and Exchange of. 


In 1849 Brazil adopted the gold standard, 
and fixed as the monetary unit the gold 
milreis, of 1,000 reis, enacted to weigh 
*8217783 grammes fine gold, though the 1 
milreis gold piece was coined. There were, 
however, gold coins of 5, 10, and 20 milreis, 
The 20-milreis gold piece was ordained to 
weigh 17:°929 grammes of gold, eleven- 
twelfths fine, and this made the par value 
of the’gold milreis 26-934d. 

At the present time there is practically no 
gold in circulation, the bulk of the circulating 
medium of exchange is in convertible and 
inconvertible paper notes. Prior to the Great 
War, convertible notes were delivered by the 
Caixa da Conversao against gold, and vice 
versa, on the basis of Rs. 15 $000 to the 


DICTIONARY OF WORLD’S CURRENCIES AND FOREIGN EXCHANGES 


24 


[BRA 


sovereign. A law of 31st December, Ig10, 
fixed the official rate of exchange for Brazi- 
lian paper currency at the Conversion Office 
at 16d. per milreis. A later decree, dated 
13th January, 1923, at the time the Banco 
de Brazil became a bank of issue and 
assumed responsibility for all existing cur- 
rency notes issued by the Treasury, had for 
its object the eventual establishment of the 
official conversion rate at 12d. per milreis. 
But the commercial troubles which followed 
a subsequent rise in exchange (in June, 1926) 
were so serious that it was thought wise not 
to pursue the policy of deflation, but to 
endeavour to stabilize the milreis at a lower 
rate. On 6th December, 1926, it was 
announced, therefore, that an attempt would 
be made to place the currency on a sound 
basis, and a Bill for that purpose was placed 
before and provisionally approved by the 
Chamber of Deputies. The project is to 
stabilize the present paper milreis at a gold 
value of 6d., by creating a new gold unit to 
be called the “ Cruzeiro,”’ weighing 800 milli- 
grammes, ‘goofine. Taking the gold content 
of the U.S.A. dollar at 1-5046315 grammes, 
and the pound sterling at 7-322382 grammes, 
this works out at 11-96306 cents or 5:89972 
pence. Each cruzeiro will be equal to four 
paper milreis, and at the new gold rate the 
present currency (December, 1927) would 
require a gold reserve of {60,000,000. A 
Stabilization Office has been created, having 
branches in London and New York, and its 
business will be to receive gold and to buy 
and sell exchange at afixed rate. Subject to 
approval of the Brazilian Parliament, the 
scheme was supposed to come into operation 
in June, 1927. A loan for £7,000,000 6} per 
cent at {91 Ios. was floated in London on 
19th October, 1927, and a further £1,750,000 
was floated in Holland, Switzerland, and 
Sweden, together with $41,500,000 in New 
York. The proceeds of the loan, it was 
stated, would be applied to the liquidation of 
Treasury obligations of the Government, 
including its floating debt, thus giving effect 
to legislative decree 5,108 of 18th December, 
1926, which provided for the changing of the 
monetary system of Brazil. There the matter 
stands. 

The following coins were struck at the 
Rio de Janeiro Mint in 1926— 


Silver : 1,787,000 2 milreis pieces 
Nickel Bronze : 1,033,500 400 reis pieces 
” ” 324,000 200 ”» ” 

” ” 1,807,000 100 »” bP) 
” ” 194,000 50 ” ” 


Exchange with London is quoted in pence 
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per peso (present rate, January, 1928, about 
533d.). 

The method of notation should be noted: 
large sums are always quoted as so many 
“contos of reis’”’—a ‘“‘ conto’? = 1,000,000 
reis OF 1,000 milreis, and is written 1,000 $000. 


BRAZIL, Par of Exchange with London. 


The par of exchange between Brazil and 
London is one milreis is equal to 26-934d. 
(The Federal Treasury take the rate of 
Rs. 8 $890 to the £1.) 


BREMEN, Gold Points with London. 
(See Gotp Points.) 


BRITISH EAST AFRICA, Money and 
Exchange of. 


The currency is the silver shilling (20s. 
= 1), and is under the control of the East 
African Currency Board, who maintain a 
stable sterling exchange. 

British East Africa now comprises a large 
area on the mainland, and the islands of 
Zanzibar and Pemba. (See KENya CoLony.) 


BRITISH GUIANA, Money and Exchange of. 


The currency of British Guiana is a some- 
what heterogeneous one. Both English and 
U.S.A. coins are legal tender and are in 
circulation. In addition to British gold, 
silver, and bronze coins, there is a local silver 
“bit” or fourpenny piece. There is also a 
local paper currency, the notes being $1 
and §2. 

Thirty thousand silver fourpenny pieces 
were struck at the Royal Mint, London, 
during 1926 for British Guiana. 

The Royal Bank of Canada, and Barclays 
(Dominion, Colonial and Overseas) Bank, 
also have an authorized note issue, in 
denominations of from $5 to $100. 

Bank accounts are kept in dollars and 
cents. 

Exchange on London is quoted in dollars 
to the pound sterling, and on New York at 
a small discount or premium under or over 
the par of exchange of $4:8665 to {1 between 
London and New York. 


BRITISH HONDURAS, Money and 
Exchange of. 


The coins bear similar values to the 
American coinage. In fact, American cur- 
rency is freely accepted and is in daily 
commercial use. The British Honduras coins 
bear on the one side the head of the monarch 
reigning at time of issue, and on the other 
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side the name of the colony, date, and value. 
The denominations are— 


Copper 1 cent 
Nickel 5 cents 


Silver to cents (dime) 
25  ,, (quarter—or shilling) 
50 (half-dollar—this is the largest 
silver coin) 
Paper: $1, $2, $5, $10, $20, and upwards 


The British sovereign and _half-sovereign 
are legal tender for $4-86 and $2-43 respec- 
tively. 

Fifty thousand bronze 1 cent pieces were 
struck at the Royal Mint, London, for British 
Honduras during 1926. 


BRITISH MALAYA. 
(See STRAITS SETTLEMENTS.) 


BRITISH NORTH BORNEO, Money and 
Exchange of. 


The monetary unit is the Straits Settle- 
ments dollar, which circulates at the fixed 
rate of 2s. 4d. Accounts are kept in dollars. 

There is also a subsidiary coinage issued 
by the Government, viz.— 

Copper 1 cent and 4 cent pieces 
Nickel 5 cents, 1 cent 

One hundred and fifty thousand nickel- 
bronze 5 cent pieces were struck at the Mint, 
Birmingham, during 1926 for British North 
Borneo. 

As in the Straits Settlements, Government 
currency notes form the principal medium of 
exchange, the denominations being: 25 cents, 
50 cents, $1, $5, $10, and $25. 

Exchange with London is quoted 
shillings and pence per 1 Straits dollar. 


BRITISH WEST AFRICA. 
(See CAMEROON, GAmBiA, and NIGERIA.) 
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BRUNEI, Money and Exchange of. 


The medium of exchange is the Straits 
Settlements dollar, and the money in circula- 
tion is similar to that of the Straits 
Settlements. 

Exchange on London is quoted in shillings 
and pence to $1. (See STRAITS SETTLE- 
MENTS.) 


BRUSSELS, Par of Exchange with London. 


The par of exchange between Brussels and 
London is belgas 35 to £1. 


BUCHAREST, Par of Exchange with London. 


The par of exchange between Bucharest 
and London is dinars 252215 to £1. 
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BUDAPEST, Par of Exchange with London. 


The par of exchange between Budapest 
and London is pengés 27-82 to £1. 


BUENOS AIRES, Par of Exchange with 
London. 


The par of exchange between Buenos 
Aires and London is 1 peso to 47:619d. 


BULGARIA, Money and Exchange of. 


The monetary unit of Bulgaria is the leva 
(Bulgarian ‘‘ lev ’’) of 100 stotinki. 

Bulgaria is nominally an adherent to the 
gold standard—she adopted it in 1893, her 
currency in the main corresponding to the 
countries of the Latin Union. The coins 
are— 

Gold ; 100 leva, weighing 32-260 grammes, -goo fine 


20 5, ” 6°452 ” 2 99 
10 ” ” 3°226 ” »” ” 


Although there are still a few of these 
coins in circulation, the principal gold coins 
comprise 20 and ro franc gold pieces. 


Silver: 5 leva, weighing 25 grammes, -goo fine 
2 ” ” Io ” +835 ” 

I ” a A ” ” 835 »” 

50 stotinki ,, 2.50 if +835, 


There are also aluminium coins of 2 and 1 
leva ; copper-nickel coins of 2 and 1 leva; 
zinc of 20, 10, and 5 stotinki, and bronze of 
2 and 1 stotinki. 

The par of exchange with London is 
25°2215 leva to f1. 

Exchange on London is quoted at so many 
leva and stotinki to £1. 

On Continental centres rates are quoted in 
leva to 100 of the foreign unit, ie. per 
too francs, etc. 
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A good deal of hoarding is reported to be 
going on among the natives. 

The National Bank of Bulgaria is the bank 
of issue, and its notes circulate at par. The 
legal limit of the issue is at present fixed at 
54 milliards of lev. The bank has authority 
to issue both silver notes and gold notes. 

Under the Act which came into force on 
Ist January, 1927, the bank is bound to 
maintain its bullion at the level of 334 per 
cent of its obligations payable at sight. 

In December, 1926, the ‘‘ Sobranje 
passed a Bill, which, according to the 
Kreditbank in Sofia, regulates the status of 
the Bulgarian National Bank in conjunction 
with the League of Nations Loan. From 
1927 the bank became purely a bank of 
issue ; the board consists of representatives 
of commerce and banking. The capital will 
be raised to leva 1,000 millions by retention 
of the profits, which formerly accrued to 
the state, until this sum is reached. For 
the repayment of the state debt of about 
leva 4:6 milliards, the state must provide 
yearly a sum of leva 150 millions. The 
principal function of the bank is the main- 
tenance of the gold value of the notes. 
The note circulation must be covered at 
least up to 334 per cent by gold, silver, 
foreign bills, and balances abroad. The 
regulations regarding discounting of bills in 
foreign currency will be redrafted. The bank 
is given the control of the Bulgarian mone- 
tary circulation. 


” 


BULLION POINTS. 
(See GOLD PoInTs.) 
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CABLE CREDIT. 


This term may be applied to all credits in 
which details are cabled out to foreign 
centres to the beneficiaries. The system of 
cabling credits is used extensively in business 
with India, China, and the Far East. Prob- 
ably the best description of the business was 
that which emanated in the course of judg- 
ments in a case before the Master of the 
Rolls, Lord Justice Atkin, and Lord Justice 
Sargant in the Supreme Court of Judicature 
(Court of Appeal) on 7th April, 1925. The 
parties concerned were the International 
Banking Corporation v. Barclays Bank and 
Another. The case turned upon a transaction 
conducted in the East in respect of a cable 
credit issued by Barclays Bank in London, 
and, as Lord Justice Atkin said, it gave rise 
to interesting questions as to the legal results 
which arise when such a credit is created in 
England for use in the East. In the course 
of his remarks, Lord Justice Atkin pointed 
out that: “‘It may be said that the law 
relating to such transactions is not at the 
present moment so crystallized that it is not 
dependent upon proof of custom. In any 
case it is plain that it is emphatically the 
kind of transaction where commercial usage 
when proved will eventually determine the 
legal rights between the parties, and in this 
case there was quite definite evidence of 
commercial usage when letters of credit such 
as were issued are to be used in the commer- 
cial market in the East.” 

The effect of the evidence of custom in 
relation to the credit in question was that 
such credits may be revocable or irrevocable. 
If they are irrevocable when they are issued 
and when they are cabled out, they are 
certified by the bank to which they are 
cabled, and that bank is the person who is 
responsible for the fact that the English 
bank have in fact issued such a credit, 
because in a cabled credit there would be no 
guarantee of genuineness unless it came from 
one bank to another, the two banks having 
means of checking the genuineness of transac- 
tions that pass between them. If the credit 
is an irrevocable one, it then is available for 
any bank that chooses to act upon it in the 
place where it is issued. 

In the case to which we have referred, 
there was also some question as to whether 
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the credit was merely available to the person 
to whom it was addressed in that place so 
long as he was in the place, or whether it was 
available to any bank in that place, but, as 
Lord Justice Atkin rightly pointed out, it 
comes to very much the same thing, and in 
this case, as it happened, there was no 
difference. The reason is this: that though 
no doubt in the first instance if an English 
bank asks a bank that has branches in the 
East to communicate the fact of a credit’s 
having been opened to the customer in the 
East, it is probably contemplated that the 
bank’s correspondent in the East will be the 
person who will negotiate the bills that are 
drawn upon the English bank, yet it may not 
be convenient for the bank to negotiate bills 
on England, or, as very often happens, the 
tate of exchange which it quotes is not so 
favourable as the rate offered by another 
bank in the same town, and in practice it is 
generally found that the beneficiaries are 
keen bargainers in the matter of exchange 
rates. The result is, that in the East such 
letters of credit are available, and may be 
utilized with any bank in the particular 
place where the credit is in fact communi- 
cated. On the other hand, if the credit is a 
revocable credit, that is subject to cancella- 
tion, then the bills can be negotiated only 
through a correspondent of the English bank 
which happens to be employed for the pur- 
pose of announcing the existence of the 
credit, and that is for the simple reason that 
it is only in that way that the revocable 
nature of the credit cabled can be enforced. 
Finally, Lord Justice Atkin emphasized the 
fact which quite plainly emerges, that a credit 
so announced is irrevocable unless it appears 
upon the fact of it that it is revocable, In 
other words, if a cable credit is revocable, 
it must be “ domiciled ”’ at a particular place 
and bank to which notice of revocation can 
be sent. 

Lord Justice Sargant’s interpretation was 
similar. With regard to bank cabled credits, 
he said: ‘‘ First, such credits are useless 
unless communicated, and, in effect, certified, 
by a bank at the port to which advice of the 
credit has been sent, for banks have special 
means of verification which are not open to 
the beneficiary of a cable credit or those with 
whom he deals. Secondly, as a general rule, 
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and in the absence of indications to the 
contrary, such cable credits are irrevocable, 
and a beneficiary can negotiate bills drawn 
under such a credit, or make the credit 
available, not only through the advised and 
certifying bank, but through any other bank 


at the same port. Thirdly, if a cable credit | 


is expressed to be revocable, that is sufficient 
indication to the contrary to exclude the 
general rule, and such a cable credit is 


domiciled with and only available through | 


the advised and certifying bank ; since other- 
wise there would be no means by which the 
credit could be effectually revoked by the 
advised bank.” 

The point of importance to banks, and in 
fact to all who have dealings in connection 
with these credits is, that there should be no 
dubiety about the terms of the credits; if 
they are to be revocable that fact must be 
clearly stated in the credit, and care exer- 
cised by the negotiating banks to ascertain 
the fact and to see that they comply with 
the terms of the credit in every respect. 
(See CONFIRMED BANKERS’ CREDIT and 
UNCONFIRMED BANKERS’ CREDIT.) 


CAJA DE CONVERSION. 


This is the conversion office—the Govern- 
ment office at Buenos Aires attends to the 
exchange of gold and paper currency. (See 
ARGENTINA, MONEY AND EXCHANGE.) 


CAMBODIA, Money of. 


The currency in circulation is the Indo- 
China piastre of 100 cents, and subsidiary 
coins and paper. (See CocHIN CHiINna and 
InpDo-CuH1na.) 


CAMEROONS, Money of. 


The Cameroons lie between British Nigeria 
and the French Congo. The territory was 
captured from the Germans in February, 
1916, and is now divided between the British 
and French under the Declaration signed in 
London on roth July, 1919; it is adminis- 
tered under a mandate on terms laid down 
in the Declaration. 

The German mark was allowed to circulate 
until July, 1922, but the currency is now 
managed by the West African Currency 
Board, and is similar to that of Nigeria, 
namely, silver. The denominations are 2s., 
1s., 6d., and 3d. of the same weight and fine- 
ness as similar British coins. (See NIGERIA.) 


CANADA, Money and Exchange of. 

The monetary unit of Canada is the 
Canadian gold dollar, which is of the same 
weight and fineness as the U.S A. dollar, 
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namely, 25°80 grains, -goo fine, or 23-22 grains 
pure gold. 

There is a branch of the Royal Mint at 
Ottawa; up to 1926 it had coined only $5 
and $10 Canadian gold pieces. 

Most of the gold in the vaults of the banks 
in Canada consists of British gold coins and 
U.S.A. gold coins. The gold coins of both 
these countries are legal tender in Canada 
on a parity with Canadian coinage. The 
British sovereign is legal tender at the rate 
of $4:862. 

The weight and fineness of the coins are— 


Gold: 20 dollars 33°4370 grammes -goo fine 
= 30:0933 pure 
,» 10 dollars 16-7185 grammes goo fine 
15-0466 pure 
a 5 dollars 8-3592 grammes -goo fine 
7-5232 pure 
ee 24 dollars 4:1796 grammes goo fine 
3°7616 pure 


The silver coinage was formerly -925 fine, 
but is now 80 per cent pure silver and 20 per 
cent copper. The coins are— 


Silvey: 1 dollar weighs 23-3281 grammes -800 fine 
» 50 cents 32  ir6640 ,, 9a 
a3) 250 | ss ” 5°8320 » oo 
» IO 4, » 273328, »  » 
” 5 ” ” 11664 ” 2? ” 


There is also a 5-cent nickel piece of pure 
nickel, and a 1-cent copper piece of 954 per 
cent copper, 3 per cent tin, and 4 per cent 
zinc. 

During the year 1926 the following coins 
were struck at the Royal Mint, Ottawa— 


Nickel: Five cents pieces 


938,162 
Bronze: One cent pieces . 


2,143,372 
Exchange with London is quoted in dollars 
and cents to £1. 


CANADA, Par of Exchange with England. 
(See Mint Par.) 


CANARY ISLANDS, Money and Exchange of. 


The Canary Islands rank as a province of 
Spain, and all business is conducted in terms 
of Spanish currency, the peseta of 100 
centimos being the monetary unit. 

Exchange on London is quoted in pesetas 
and centimos to, £1. 


CAYMAN ISLANDS, Money and 
Exchange of. 

The currency is the same as that of 
Jamaica. (See JAMAICA.) 

There are no banks in the Islands; 
remittances from abroad are mostly made on 
American banks or branches of other banks 
established in Jamaica. These are cashed in 
the local shops, and are subsequently used 
as remittances in payment for imports. 


CEN) 


CENTRAL AMERICA, Exchanges of. 


The following are the principal exchange 
centres of Central America, the market drawn 
on, the method of quoting, and the par of 
exchange. It should be noted that the quota- 
tions given under “ Parity’ represent not 
the relative gold contents of the principal 
standard coins, but an arbitrary rate fixed 
by Government decrees as the exchange 
value of the paper currency. 


Market Method of | 
Country | drawn on Quoting Parity 
| ; 
| 
Bouivia | 
La Paz -| London | Pence to Boliviano 19°20 
CoLoMBIA | 
Barranquilla .| London Pesos to {£20 | 100 
” .| New York » $100 U.S. | 102:77 
Bogota . London ” £20 100 
ae & .| New York vs $1oo U.S. | 102°77 
Medellin -| London a £20 100 
oe -| New York | ‘< $100 U.S. | 102-77 
EcuaboR | 
Guayaquil. .| London Sucres to {1 24°3325 
¥ . «| New York | rf $1 U.S. 5°00 
GUATEMALA 
GuatemalaCity| London Quetzales to £1 4°8665 
oh »» | New York | ” $25. | $x* 
NICARAGUA 
Managua -| London Cordobas to £1 4°8665 
a -| New York ” $1 US. 100 
SALVADOR 
San Salvadcr .| London | Colones to {1 9°73 
e .| New York “3 $0 iS. 2°00 
VENEZUELA 
Caracas. -| London Bolivares to £1 25°25 
as -| New York | 7 $1 US. 5°18 
* In the case of Guatemala, the ‘‘ Ley Monetaria “’”’ (Monetary 


Law) first fixed the rate of exchange at 60 pesos for $1 U.S. gold, 
and the Caja Reguladora was formed for the purpose of regulat- 
ing and maintaining exchange on New York at this level. 
Then in May, 1925, a new unit was adopted, the gold quetzal 
= $1 U.S.A. the equivalent of 60 pesos of the old currency. 


CENTRAL AMERICAN EXCHANGE, 
(See RATES OF EXCHANGE.) 


CERTIFICATE OF ORIGIN. 


A certificate issued by the consul of the 
country to which goods are consigned, or 
sometimes by a chamber of commerce, 
stating the country of origin of the goods. 
(See TURKEY, CERTIFICATES OF ORIGIN.) 


CEYLON, Money and Exchange of. 


The monetary unit is the Indian silver 
rupee equal to 100 cents. It is established 
by law as the standard coin of the colony. 
Under Ordinance No. 6, of 1903, the rupee 
was rated at 1s. 4d., then when the Indian 
rupee was given a gold basis of 11:30016 
grains of pure gold, it became worth 2s., 
(gold). In July, 1926, on the stabilizing of 
the Indian rupee at Is. 6d., the rupee was 
tated at the same value in Ceylon. The 
subsidiary silver coins are: Ceylon, 50-cent 
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piece, 25 cents, and 10 cents. The 50-cent 
piece is -800 fine, and weighs 90 gr.; the 
other two silver coins are of the same 
fineness and are proportionate in weight. 

There is a nickel 5-cent piece, and copper 
coins of 1 cent and 4 cent. Government 
currency notes are also in circulation, the 
denominations of the notes being: Rs. 1,000, 
RSS OO) XS.50, Ks, ro; Ks. 5) Xs) 2) and 
Rs. 1. At the end of 1926 there were in 
circulation— 


Ceylon Govt. currency notes - Rs. 62,744,615 


ee », subsidiary silver coins ,, 11,713,961 
- », nickel 5 cent coins i 734,900 
A »» copper coins a Taps 0, 320;405 


During the year 1926 there were coined at 
the Royal Mint, London, the Mint, Birming- 
ham, and the King’s Norton Metal Co., Ltd., 
the following pieces— 


Silver: 50 cent pieces . 500,000 
” 25» ” + 1,000,000 

” Io _, ” + 1,500,000 
Nickel Bronze: 5 cent pieces . 3,000,000 
Copper 1 cent pieces - 7,500,000 
. 10,000,000 


There is no definite information available 
as to the circulation of British gold coins, 
which, although they are frequently imported 
into Ceylon, are not legal tender. 

Exchange with London is 


shillings and pence to 1 rupee. 


CHAIN RULE. 


This is a simple method of reasoning much 
used in foreign exchange calculations. In 
some quarters the system is regarded merely 
as a mechanical aid, but the rule has long 
been known to mathematicians, who term 
it equational or continued proportions. 

The original discovery is usually attri- 
buted to a German, named Graumann, 
though there is evidence that the rule was 
known long before his time. An example of 
it is to be found in an old work by one, 
Adam Riese, dating back to 1579, and another 
person, Peter Apianus, gives an explanation 
of it in his book published in 1543, while 
Achacium Dorinck also gave examples of 
chain rule in his arithmetical explanations 
published in Hamburg in 1608. However, it 
was not until the middle of the eighteenth 
century that the rule became generally 
known from the writings of a Dutchman, 
named de Rees, which perhaps explains the 
reason for its being sometimes called the 
“ Reesian Rule.” 

The main thing required in chain rule 
calculations is for the user to be quite clear 
in his own mind what it is he wants to know. 
Once he is clear on this point, he commences 


quoted in 


CHA) 


by stating his question, and, in effect, con- 
tinues the statement of what he knows in 
regard to the problem of which he seeks the 
solution, until, as he progresses, he presently 
finds he has worked out the basis of his 
problem. Most problems connected with 
foreign exchange, intricate as they may seem 
at first sight, are capable of being solved in 
the form of simple equations, i.e. chain rule. 
All that is required is correct reasoning. 

In chain rule the heading of information 
required is stated in the left-hand column, 
while the fixed quantity is carried to the 
right-hand column. For instance— 

How many rupees = £5 

The equations are then so arranged that 
the denomination on the right-hand side of 
the first equation (£5 in our example) is 
identical with the denomination on the left- 
hand side of the second equation, while the 
facts on the right-hand side of the second 
equation are of the same denomination as 
the left-hand side of the third equation. So 
the chain of facts is continued until at the 
end the denomination on the right-hand side 
is identical with the heading of information 
with which the interrogation was com- 
menced on the left-hand side at the head of 
the chain. The denominations follow each 
other like the links of a chain, hence the 
name, “Chain Rule.’’ When the chain is 
complete, the rest is simple. The solution 
of the problem is found by multiplying the 
figures of each column together, and then 
by dividing the total of the left into the total 
of the right. 

A few examples will make the working ot 
this simple rule clear. Weare asked: ‘‘ How 
many dollars are equal to 6,000 rupees, if 
100 rupees are equal to 136 reichsmarks, and 
400 reichsmarks are equal to 95 dollars ? ”’ 
The chain is— 


? dollars 
If roo rupees S 
If 400 reichsmarks = 95 dollars 


It will be observed that we started with 
dollars, and carried over to the left-hand 
column the heading rupees. We started the 
second equation with rupees as we ended 
the first equation with rupees; similarly, 
we have reichsmarks in the third equation 
as we ended with reichsmarks on the right- 
hand side in the second equation. Finally, 
as we started with dollars in the left-hand 
column, our chain ends with dollars in the 
right-hand column, so the chain is com- 
plete. Then the calculation is set out— 

6000 X 136 X 95 
100 X 400 


6,000 rupees 
136 reichsmarks 


= $1938 
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Chain rule is extremely useful in arbitrage 
transactions, as the following example will 
show. 

A banker in New York requires to know 
the parity, or the price, at which exchange 
should be quoted in his market in order to 
compare it with the rates for similar exchange 
on other centres. He has the following 
quotations before him— 

Berlin cheque rate on New York, 23°75 per 

reichsmark 

Berlin cheque rate on London, 20°50 reichsmarks 

per £1 

The question is, What is the parity of the 
£1 in New York? and he will work in the 
following way— 

? dollars 


£1 reichsmarks 20°50 
If reichsmarks 1 23°75 U.S.A. cents 


I X 20°50 X 23°75 
Peet 
This indicates to the banker that if ster- 
ling can be purchased in New York below 
the parity of $4:36875 to £1, it would be 
cheaper to buy reichsmarks in London. In 
other words, if a payment of reichsmarks 
100,000 had to be made in Berlin, they 
100,000 : 
or £4,878-05. With ster 
ling at, say, $4.86, a cover remittance to 
London for the amount would cost 4,878-05 
x 4°86 = $23,707°32, as against the cost of 
reichsmarks 100,000 in New York at 23.75, 
or $23,750. Thus, he would net a gross 
profit of $42-68, from which must be deducted 
the usual small charges for telegrams, com- 
mission or interest. 


(Cf. Foreign Exchange Arithmetic, page 35, E. L. 
Stewart Patterson, Toronto.) 


£1 


tei tl 


= $4:86875 


would cost 


Another example of how chain rule is used 
in calculating the mint par of exchange may 
be given from W. F. Spalding’s Foreign 
Exchange & Foreign Bills. The monetary 
unit of the U.S.A. is the gold dollar. A 
to-dollar gold piece weighs 258 grains of 
gold, nine-tenths fine = 232-2 grains pure. 
The British sovereign contains 123°274 
grains of gold, eleventh-twelfths fine. From 
these data we are required to find the mint 
par between London and New York, and 
the method of working is— 

? dollars £% 

If £1 g : : 123°274 grains std. gold 
If std. gold 12 grains . II grains fine gold 

If fine gold 232-2 grains $10 


PSG123°274 <r SO 
I X 12 X 232:2 
$4.8665 is therefore the mint par of 
exchange. 


Ho de 


= $4.8665 


CHE] 


Other examples may be given relative to 
the use of chain rule in bullion transactions. 

A bar of gold weighs 750 ounces, it is 
°975 fine. Standard gold in London (ie. 
“91667 fine) is quoted, say, £3 17s. 9d. per 
ounce standard. Calculate the cost of the 
bar of gold— 


750 oz. metal -975 fine 
I oz. standard 


£3°8875 


== £3,10r-153 = £3,101 3s. 1d. 


rd 
If 1 oz. metal -91667 
fin 


e 
If 1 oz. standard 
750 X +975 X 3°8875 
“91667 


I 


The accuracy of the working may be 
checked by setting the chain out in the 
reverse way. That is to say, as the bar of 
gold is said to cost £3,101 3s. 1d., and weighs 
750 ounces, we are asked to find what its 
fineness is, and the working would be— 

? ounces pure gold 
If 750 oz. metal 3,10T'153£ 
If 3°8875 £ *91667 oz. pure gold 
3101153 X -91667 
750 X 38875. 979 
thus proving that our calculation is correct. 

Other examples of the working of chain 
tule will be found under the headings of 
ARBITRAGE ; CHINA, MONEY AND EXCHANGE 
oF; and Honc-Kone. 


CHEQUES. 


(See SPAIN, CHEQUES, SPANISH DEFINI- 
TION OF, etc.) 


CHETTY. 


A chetty is a native banker engaged in 
the inland trade of India. Chettys advance 
money on agricultural produce, promissory 
notes, native bills, mortgages, etc. Madras 
seems to be their principal sphere of influence, 
but they are found in several other places 
in India and Ceylon. 

The ‘‘ chetty ”’ is also a name given to the 
bills backed by them. (See SHROFF.) 


I oz. metal 


Hud 


CHILE, Money and Exchange of. 


On 16th September, 1925, the Chilean 
Government promulgated a decree-law (No. 
508) establishing a new monetary unit. the 
peso containing 0-183057 gramme of fine 
gold. The equivalent of 10 pesos, contain- 
ing 1°83057 grammes of fine gold, will 
constitute the ‘‘ condor ”’ and gold pieces of 
20, 50, and 100 pesos will be coined, weigh- 
ing, respectively, 4°:06793, 10°16083, and 
20°33966 grammes, and all having a fineness 
of nine-tenths. In addition, it is proposed 
to mint silver coins of 5, 2, and I peso, the 
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relative weights and fineness being as 
folows— 

$5 piece, 25 grammes weight = 0-720 fine 

12 ” 18 ” ” = 0*500 ” 

$1 ” 9 ” ” nO) OOm=r ys 


The nickel coins will include pieces of 
20, 10, and 5 centavos, the content to be 
75 per cent copper and 25 per cent nickel, 
and the respective weights 4, 5, 3, and 
2 grammes. 

With regard to the Silver Coinage, the 
Banco Central de Chile has authority to 
replace this by coins of $5 (the half-condor), 
$2, $1, and $050, weighing, respectively, 
25, 10, 5, and 2°5 grammes, and all having a 
fineness of 0:720. 

Exchange. Chilean exchange is quoted in 
pesos per £1 for go days sight drafts on 
London, and proportionately for other 
usances. 

The new decree makes the parity of the 
peso 6d., and on this basis we get the 
following— 


$1 Chilean gold = 6d. -183057 grammes = {% fine 
= 40 Chilean pesos 
= 31°74 Chilean pesos 


82:19 


£1 sterling 

20 frs. (Napoleon) 

U.S. $10 (Eagle) 

As a matter of fact, gold coins of 20, 50, 
and 100 pesos only will be coined. 

The currency since the establishment of 
the Banco Central on 11th January, 1926, 
may be said to be on a gold basis. 

Government paper notes in circulation 
comprise 1,000, 500, 50, 20, 10, 5, 2, and 
I peso. 


CHILE, Par of Exchange with England. 
(See Mint Par.) 


CHINA, Comprador in. 
(See COMPRADOR SYSTEM.) 


CHINA, Mexican Dollars, Use of in. 


The dollar unit frequently used in China is 
the so-called ‘‘ Mexican,’’ the exchange value 
of which fluctuates with the price of silver ; 
it is approximately the equivalent of U.S. 
$050. 


CHINA, Money and Exchange of. 


To give in a dictionary article an adequate 
description of Chinese currency and exchange 
is practically impossible. The currency is in 
a welter of confusion; silver coins of many 
kinds are in circulation, some full weight, 
some worn, and many debased. Then there 
is a large amount of copper coin, and a 
plentiful supply of paper notes, Republican 
Government, local notes, and bank-notes. 


” ” 


CHI] 


In theory, the country is supposed to have a 
silver dollar currency ; in practice, business 
is carried out on the basis of a weight of 
silver and not by count, All that we shall 
attempt to do, therefore, is to give a general 
idea of the position. The reader who is 
wishful to pursue the study, and we can 
assure him that it will prove of absorbing 
interest, is referred to the bibliography that 
is given at the end of this article. 

On gth June, 1923, the Chinese Govern- 
ment Bureau of Economic Information, 
Peking, issued the following note on the 
currency— 

The national currency of China is now the 
silver dollar, which is -goo fine and contains 
23°9775048 grammes of pure silver. The 
design is a portrait of Yuan Shih-Kai, but 
a new design is being considered (see photo- 
graph inset, between pages 32 and 33). 

As fractional parts of the dollar there are 
the half-dollar, 2o-cent, and 10-cent pieces, 
all having the same design and exchangeable 
at the rate of 2 to 1, 5 to 1, and ro to 1 for 
the dollar. But these do not circulate as 
widely as the dollar itself, because in many 
parts of the country other kinds of fractional 
money have long been in use and cannot be 
displaced by these. 

An important form of money is the Hai- 
kwan tael, which is used in collecting all 
customs duties. It is fixed at tael 1 for 
Mexican $1:50, but is never coined. For all 
other taxes the dollar is the unit. 

Copper money bears no fixed ratio to 
silver money. The common copper coins are 
the 10-cash and 20-cash pieces, and they are 
exchangeable for silver at varying rates, 
depending upon the quantity of copper coins 
and copper notes in circulation in the locality. 

In some private business silver taels of 
various kinds are still in use, but their 
importance is becoming less and less. 

If the currency of China was in practice 
as stated in the foregoing statement, the 
country might be within measurable distance 
of something like a legal standard, but even 
to-day silver is not by any means a legalized 
standard, and consequently not fully legal 
tender though it is everywhere accepted, but 
only according to the lights and custom of 
the parties in the various provinces. Silver, 
as Kann says in his Currencies of China, is 
merely one of the currencies in use within 
this huge country. The masses in the 
interior use, practically all through their 
lives, the copper cash and the copper cent, 
and although no law has defined hitherto the 
term of “ currency ”’ as applicable to China, 
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it is beyond doubt that by reason of its wide 
scope, the copper coin is the real domestic 
money of the country. For international 
trade and exchange, silver is employed, and 
although China is the second largest silver- 
using country in the world, it would be 
erroneous to assume that she has a silver 
currency standard. Silver as a medium of 
exchange circulates in China in the shape 
of taels (to which reference will be made 
later), dollars, or small coin. As silver in 
quantity is not minted in China, it has to be 
imported from London and New York ; 
consequently practically all the taels, dollars, 
and small coin circulating in China have 
originated directly, or indirectly, from 
imported bar silver. 

The tael, as a coin, is purely fictitious—no 
such coin exists. The tael, or “ liang,’” is 
actually a measure of weight (the Canton 
tael, for example, is equivalent to 579°84 
grains), but in China the tael is also used as 
a measure of value. The special divisions of 
the tael for currency purposes are— 


Io cash = I candareen 
Io candareens = I mace 
ro mace == Hitaer 


Just as there is no tael coin in circulation, 
neither are there to be found any coins called 
mace and candareen ; they are all measures 
of weight as well as of value. Nevertheless, 
the tael, as such, is circulated in bank notes 
and native orders. Strictly speaking, all that 
the tael conveys to the native mind is a 
Chinese ounce of silver of varying degrees of 
purity (its real weight should be 14 oz. 
avoirdupois, say, 37°783 grammes). Most of 
the silver taels used in trade are in the shape 
of shoes, weighing about 50 taels (see photo- 
graph inset), though the writer has in his 
possession a shoe of 1 tael weight (see photo- 
graph inset). 

There is no sort of uniformity in these 
taels. The tael of silver differs in fineness, 
in weight, and exchangeable value, according 
to the whims of officials or people of every 
province or village. It also has to be judged 
by what is known as “olo custom”’ (old 
custom), Every place has its own tael 
weight, and some of them maintain several 
standards at the same time. If, perchance, 
the tael weight were the same on any given 
day in any two centres, it would be a mere 
coincidence. 

It may suffice if we describe four of the 
principal taels: the Haikwan tael, used 
chiefly by the Chinese Maritime Customs 
service at all the Treaty ports, purely in a 
monetary sense; the Kuping, or Treasury 


From Soochow—Province of Kiangsu. Weight, 54:95 taels 


Weight, 55 taels 


This particular piece was discovered in one of the hoards during the Boxcr Rising) 


SHOES OF CHINESE SYCEE SILVER 32 


CHINA 
SILVER DOLLARS OF THE REPUBLIC 


YUAN SHIK-K’AI SILVER DOLLAR 
The Chinese Characters above the head read: ‘‘ Third year of the Republic of China”’ 


The Chinese characters on the reverse are: ‘‘ One dollar ”’ 


es Ee 
7 PTOI 
wr 


GENERAL Li Yuan-LunG DOLLAR (SILVER) 
The inscription is similar to that on the Sun Yat Sen dollar 


CHINA 


**ebapeant 


First SILVER DOLLAR OF THE REPUBLIC OF CHINA 


Head is of Dr. Sun Yat Sen—the Chinese characters above his head read: ‘‘ Republic of 
China ’”’; below, ‘“‘ Coin commemorative of the change of regime.’’ The characters on the reverse 
in the centre, read: ‘‘ One dollar.’’ The coin was issued as a memento of the birth of the 
Republic of China, and was said to be symbolic of the triumph of democracy (the people raising 
their head) through the overthrow of the Manchu dynasty and the proclamation of a popular 

form of government 


CarRoLus DOLLAR, 1804 


Showing ‘‘ chop ”’ marks by Chinese 


(1) Obverse : Head of Carolus IV 
(2) Reverse: Showing “ Pillars of Hercules ” 


SHOES OF CHINESE SYCEE (SILVER) 
Cast at Shanghai 
1 tael: Weight, 1} oz. av. or 37-783 grammes 


CHINA 


CopPpER CASH OF YUAN DYNASTY 
(A.D. 1260-1369) 
One cash each 


MopERN CHINESE COPPER CASH 
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tael, in which practically all government 
dues other than the customs are paid; the 
Tsao-ping tael, in general use throughout 
the provinces and Shanghai ; and the Canton 
tael, noted for representing the heaviest 
weight of all. 

The Haikwan tael, as we have mentioned 
earlier, is the one in which all duties levied 
by the customs are calculated; it is taken 
as the equivalent of 1:50 Mexican dollars. 
The amount of pure silver theoretically 
represented by the Haikwan tael is, however, 
uncertain; but on the basis fixed by the 
British Treaty of 1858, it is reckoned to 
contain 583-3 gr., and its value, as compared 
with roo Kuping taels, 98-384 gr. Ina mone- 
tary sense, 100 Haikwan taels are also taken 
to equal 111-40 taels—Shanghai currency. 

The Kuping tael is, or rather was, the one 
in which most government dues, except those 
pertaining to the customs, and those levied 
in copper cash, were levied in China. Nowa- 
days, however, there is a tendency to make 
collections in dollars. Compared with the 
Haikwan tael, the Kuping tael is taken at 
the following ratio: too Haikwan taels = 
101°642395 Kuping taels; 100 Kuping taels 
are the approximate equivalent of 109-60 
Shanghai taels. 

The Tsao-ping tael is understood to be the 
one in which exchange rates are quoted by 
the banks in Shanghai. It is also known as 
the ‘‘ tribute ”’ tael, for the reason that it is 
the tael basis upon which those provinces 
which still contribute their revenue in kind 
make their calculations. There is some 
dubiety about the correct weight of this 
tael ; some authorities state it to be approxi- 
mately 565:65 gr., while others place the 
weight as high as 565:697gr. troy, and 
instances have been noted of its reaching an 
equivalent of 565-704 gr. 

The Canton tael, as its name implies, 
belongs more particularly to the city of 
Canton, in the province of Kwantung. It 
weighs, or is supposed to weigh, 579°85 gr. 
troy. 100 Canton taels are reckoned to be 
the correct equivalent of 102-5 Tsao-ping 
taels, but, like most other things in China, 
it varies; and when it happens to suit the 
Chinese to do so, they reduce the equivalent 
to 102°4 taels. The Tsao-ping tael is the one 
generally used in Shanghai for weighing gold 
and all silver, except bar silver; for the 
weighing of bar silver, the Canton tael is 
adhered to, both in Shanghai and in Canton. 

Then there is the Shanghai currency tael, 
which must not be confused with the 
Shanghai weight tael (Tsao-ping or Chauping 
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tael). Notwithstanding the fact that it is 
the weight tael, the banks in Shanghai all 
acquiesce in the custom of the Chinese banks, 
which make all their remittances to pro- 
vincial places in currency based on the 
Tsao-ping tael. Apart from that, Shanghai 
taels, in the ordinary accepted sense of the 
term, mean the “ Shanghai Convention Cur- 
rency,”’ and it is in this latter currency that 
all operations between the foreign banking 
and trading community in Shanghai are 
conducted. The ‘‘ Convention Currency ” 
also forms the international exchange basis 
for all trade and financial operations of North 
China and the Yangtsze Basin. The conver- 
sion into any one of the local currencies from 
the Shanghai rate is a somewhat intricate 
and cumbersome process, but perhaps the 
following summarized account of the opera- 
tion will serve to indicate the nature of the 
problem. 

Three elements enter into the conversion 
of the various taels; the touch (fineness) of 
the silver; the weight of the various taels ; 
and, finally, the convention, premium, or olo 
custom, a sort of modification of the tael by 
old custom, by which the Shanghai tael is 
said to be convention currency, referring to 
the convention or understanding by which 
98 taels in actual silver are regarded as the 
equivalent of 100 taels of liability. In other 
words, 98 taels ‘‘ in the hand are worth 100 
in the bush.”’ In explanation of this “ olo ”’ 
custom, one of the old chroniclers states: 
“Once upon a time, before Shanghai was 
open to foreign trade, the bean merchants 
used small, round pieces of sycee, of a value 
of about one tael, as medium of currency. 
The quality of the silver making up the 
grain merchants’ sycee (called Tou-kuei-yin) 
is said to have been 2 per cent below the 
standard of the sycee as assayed by the 
Kung-ku office. This is the only attempt at 
a solution regarding the origin of the old 
convention.’’! 

From a consideration of these remarks on 
taels, it will be understood that a transaction 
in taels implies the use of silver bullion, 
either in bars or sycee. Sycee is the European 
pronunciation of the Chinese words sai ssu 
(fine silver). The sycee current in China is in 
the form of ingots or shoes, so-called from a 
fancied resemblance to a Chinese woman’s 
foot. They are very popular in North China, 
and in Shanghai a considerable quantity 1s 
used for trade purposes. Since the form of 
these shoes can be made according to the 
whim of any particular person, their weight 

1C. F. Kann, Currencies of China, page 256. 
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naturally varies, but, generally, speaking, it 
averages about 50 taels (Tsao-ping weight) 
(see photograph inset). The average fine- 
ness is from 985 to 986, but the sycee circu- 
lates at its value in Shanghai currency based 
upon a standard of 913 for sycee silver. 

The question as to whether silver dollars 
will oust sycee silver, has yet to be answered. 
But certainly an enormous number of dollars 
have been coined of recent years. The Mexi- 
can dollar, which for so many years held 
pride of place owing to the purity of its silver 
content, has to a large extent been replaced 
by the Chinese dollars, and it is now rarely 
seen, though it is said that a large quantity 
of Mexicans are still hoarded in China. The 
Yuan-Shih-Kai silver dollar is the most 
favoured, and continues to be coined more 
or less spasmodically. The trouble with the 
Chinese dollars is the lack of uniformity in 
weight and fineness, and assays of those 
turned out from the various provincial mints 
show considerable variation. 

Exchange with China, as in currency, is 
perplexing. Gold standard countries have 
fixed rates at which their gold unit is 
exchanged into the standard gold units of 
other countries. The mint par of exchange 
forms a convenient basis upon which 
exchange may be calculated, and with the 
gold standard in process of restoration in so 
many countries to-day, rates of exchange 
between them may soon signify gold for 
gold. It is not so with the Far East. Rates 
of exchange between, say, Shanghai and the 
gold-using countries of the West are entirely 
different. There is no exact ratio between 
gold and silver. The theory of the gold 
exchanges is that exchange is always hover- 
ing between the gold points, that is, between 
the prices at which gold may be sent to and 
from gold standard countries in settlement 
of indebtedness. As regards the relations 
between the silver standard countries and 
those on a gold basis, the theory is that 
exchange is generally tending to the equation 
between gold at its fixed or mint price and 
silver at the London market price. Just why 
this should be so may be explained shortly. 

Silver, as we have seen, enters into the 
daily life of the Chinese as much as any 
other commodity. The metal is used as a 
measure of value of commodities, both in 
internal and in external trade. The China- 
man expects to pay in silver for his purchases 
whatever be their gold value in the centres 
from which they emanate. He also requires 
payment in silver no matter what be the gold 
price of his exports. Further, the Chinese do 
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not view silver as a measure of value in the 
sense that the West views gold. Apart from 
the exchange between silver and gold, as 
silver is a commodity its value rises and falls 
according to local conditions. If there be a 
large supply of the metal in one province 
and a scarcity in another, silver in the first 
province will appreciate to a degree almost 
unrealizable in Western countries. The price 
level of commodities in the place where silver 
is scarce will depreciate in an even greater 
ratio. For each occasion that it is profitable 
to transfer gold from one country to another, 
it is many times more profitable to move 
silver from one Chinese province to another. 

In the circumstances there is little wonder 
that trade in and with China is a complex 
subject. Besides the problem of buying and 
selling goods, the merchant has the ever- 
present anxiety of buying and selling silver. 
It is this double process in every transaction 
that so bewilders business men, though 
Eastern exchange bankers have done much 
to make their path easier. In the West people 
are used to exchanging goods on the basis 
of a common measure of value—gold. In the 
East, to use the words of a Chinaman, “ You 
exchange commodities other than silver with 
silver as another commodity, which com- 
modity is then exchanged with other goods.”’ 
Hence the confusion that surrounds the 
problem of Eastern exchange. Large profits 
have been and continue to be made in trade 
with China, but all too frequently both 
exporters and importers seem to be drawn 
into the currency chaos, and all too often 
their trading ventures become invested with 
a speculative element. 

Of temptations to take risks with silver 
there are many, and if in addition to the 
ordinary chances and changes of markets a 
merchant elects to take the more serious 
risk of exchange, then his operations re- 
solve themselves into gambling transactions, 
wherein neither expert opinion appears to 
guide nor caution to protect him. Silver is 
the rock on which the business of many 
mercantile houses has come to grief. The 
moral, then, is for exporters and importers 
to leave the business of silver and exchange 
with the exchange bankers, whose task it is 
to lay down funds for the financing of trade 
in the East. 

Western merchants frequently ask why 
business cannot be simply conducted with 
the sure and certain knowledge that the 
requisite number of dollars and taels will be 
forthcoming. “Why should I be at the 
mercy of the market in silver ? And, why 
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should the value of the dollar or the tael 
tise when I have to pay in those units, and 
fall when I have sold on a similar basis, 
simply because silver has fluctuated in 
price ?’’ asks the merchant. 

The chaotic state of the Chinese monetary 
system—if system it can be called—is one 
cause, the variation in the price of silver 
from day to day is another. Before the 
Chinese Revolution and the intermittent 
strife that has followed it, the silver problem 
was grave, but, largely as the result of the 
labours of skilled exchange bankers and 
currency experts of Europe and America, 
China did seem to be within sight of a 
unification of her monetary system. But, 
although the dollar currency that was pro- 
posed has made some progress (see photo- 
graph inset—Sun Yat Sen dollar), China is 
still a long way from the adoption of a 
standard in which money will pass by count. 
Operations are still conducted on the basis 
of a weight of silver, and not by the count- 
ing of the pieces. The bulk of the business 
is still settled by means of the tael of 
silver, to which we have already referred. It 
is approximaetly equivalent to 14 oz. 
avoirdupois. As we have seen, of taels there 
are many, and in consequence there is no 
fixity of value. Even to-day there are taels 
for customs purposes, taels for salt values, 
taels for cotton cloth, others for cotton yarn, 
and still others for raw cotton. Finally, for 
the buying and selling of silver yet another 
tael is used. 

Mexican dollars are frequently mentioned 
in connection with the trade and finance of 
China—they are now a disappearing quan- 
tity, but exchange rates for the Mexican 
‘dollars are still quoted daily. These coins 
were introduced about the middle of last 
century, and, as an adjunct to the ordinary 
Chinese currency, came into general use 
between foreigners and the native merchants. 
Dollars, however, we reiterate, have not 
effectually displaced taels, despite numerous 
attempts to reform the currency. The so- 
called monetary unit remains really the tael, 
and to-day it is the recognized medium for 
banking and wholesale transactions. The 
tael of silver, as we mentioned earlier, circu- 
lates in the form of small ingots of “ shoes 
of sycee.”’ There is no fixity even here— 
these ingots differ in shape and size, and 
some of them weigh as much as 50 taels 
or more. 

A Chinaman has no use for the alloy in 
the metal ; he pays only for the ascertained 
weight of pure silver. It is the same with 
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the dollar. Numerous dollars, some minted 
in China, many imported from other coun- 
tries, circulate in China, but the value 
accorded to them is that calculated on the 
pure silver contained in the coins. They are 
mostly taken by weight and not by count, 
and are exchanged at their silver value as a 
commodity. 

It is not a matter of chance that Sino 
foreign trade is so largely carried on through 
the medium of sycee silver, but one of 
necessity. Sycee silver is the only accepted 
medium of exchange of which trade can be 
sure of getting a free supply, and thus the 
casting of silver into shoes goes on merrily, 
and each banker has his recognized casting 
shop or foundry. 

A brief account of the working of Eastern 
exchange, with reference to the silver factor, 
may serve to explain the position. A dealer 
in China has, we will suppose, bought a 
certain quantity of European goods for 
£1,000. He has sold them for so many taels 
of silver; he has to turn those taels into 
sterling to pay the European merchant. 
The procedure will be somewhat as follows. 
He approaches an exchange banker and 
inquires how many of his taels of silver the 
banker will require for £1,000. A price is 
quoted, and on that rate depends the greater 
or less profit the dealer makes. If there be a 
large demand in, say, Shanghai for sterling 
owing to heavy imports, the Chinese will 
require “ gold ’’ exchange with which to pay 
for their imports, and as demand increases 
so the value of sterling (gold) rises, and that 
of silver falls. With exports it is the reverse. 
Exports from China result in the offering 
of gold bills on London in exchange for silver, 
and the larger the sale of the gold bills, the 
more will silver appreciate. In practice, 
exchange and trade may be said to react 
upon each other. The value of Chinese com- 
modities being expressed in terms of silver, 
and the value of most of the commodities 
imported by China being in terms of gold, it 
is plain that the exchange between gold and 
silver will tend to vary with the nature and 
extent of this commerce. 

The most important rate of exchange is 
that between Shanghai, the principal mone- 
tary centre of China, and London, and by 
common consent, as elsewhere in the Far 
East, it is the rate for telegraphic transfers. 
Exchange is quoted at so much per Shanghai 
tael. If it be 3s., it indicates that for every 
tael of silver paid to the bank in Shanghai, 
that bank will pay over in London three- 
twentieths of a sovereign, as soon as the 
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telegram has been received by its London 
branch. The exchange banker arrives at the 
price for his telegraphic transfers in this 
way. 

If Great Britain is the country with which 
dealings are taking place, the reader will 
realize that one can arrange through the 
Bank of England for gold to be taken to 
the Royal Mint with the certainty that the 
fixed price of £3 17s. rod. will be paid 
for each standard ounce of gold tendered. 
With silver no such convenience exists. 
The metal would have to be sold in the 
London market like any other commodity 
for what it would fetch. There is no fixed 
price, it varies in value almost as frequently 
as the tide changes. Silver is, therefore, 
the variable factor, and since the rate of 
exchange expresses the equation between 
these two factors, gold and silver, the price 
of the one of which is fixed and that of the 
other variable, it follows that the rate of 
exchange with China is intimately con- 
nected with the fluctuations in the market 
price of silver. 

The main consideration with the banker is 
necessarily the rate at which he can cover his 
sales of bills or telegraphic transfers. Ordin- 
arily, he can cover by the remittance to 
London of export bills purchased in China. 
If the supply runs short, or if he cannot 
cover by dealing through other centres, he 
has to resort to silver shipments. In prac- 
tice, the banker wil] not sell his gold bills on 
London at a higher exchange—that is to him 
a lower silver price—than that at which he 
can purchase the equivalent quantity of 
silver elsewhere and import it into China. 
That is why he will not buy a merchant’s 
gold bills at a lower exchange or higher silver 
price than the equivalent quantity of silver 
would fetch in terms of gold, less cost of 
exporting the metal for sale in London or 
elsewhere. 

With China, then, the law is, that exchange 
is always tending to the equation between 
gold at its mint price and silver at the price 
of the day. Consequently, silver is the 
primary basis on which rates are fixed, and 
thus if the price of silver rises, the value of 
the Shanghai tael rises too ; if silver falls in 
price, exchange will quickly follow suit. 
Anyone may check these factors by watching 
the movements in the exchanges of Shanghai 
and Hong-Kong and the price of silver from 
day to day in London. In practice exchange 
may not follow the fluctuations in silver 
immediately or exactly ; it may even keep 
at a respectful distance from the price of the 
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metal: but sooner or later the one will be 
seen to be drawing nearer to the other, and 
so it goes on day in and day out. 

But, how does the banker arrive at his 
basic rate with reference to silver? it may 
be asked, and for an answer to this question, 
we have to examine his working with silver 
from the commencement. The unit of ex- 
change between Shanghai and London, we 
have said, is the telegraphic transfer, and 
upon this rate all other exchange quotations 
are based. The telegraphic transfer rate 
itself is based directly upon the price of silver 
ruling in the London market. 

Now, chemically, pure silver is 1,000 fine, 
but the bar silver imported into Shanghai is 
usually of an average touch, or fineness, of 
998, that is to say, there must be 998 oz. of 
pure silver to every 2 0z. of alloy in a bar. 
This fineness is 174 better than the British 
standard for silver, which is -925 fine, or 
925 oz. pure silver to 75 0z. alloy. The 174 
is called the “‘ betterness,’’ and the working 
is as follows— 


240 dwt. of pure silver = 1,000 fine 


less 28 = English standard silver, i.e. -925 fine 


To arrive at the Shanghai standard the 
betterness of 174 is added and the whole is 
divided by 240— 

222+ 174 239% 
240 240 

In other words, one-half dwt. of alloy is 
found in an ounce of theoretically pure silver. 
Silver of this fineness is sold in China at so 
many Shanghai taels per 100 taels Canton 
weight. The Canton tael is taken to weigh 
579°84 grains troy. Hence, on an average, 
the price for 100 Canton taels weight of silver 
equals 111-20 Shanghai taels. On this basis 
the Shanghai bankers have drawn up a 
formula on which the approximate tele- 
graphic transfer rate may be found when 
the price of silver on the London market is 
known. This formula is worked by chain 
rule, an algebraic equation where one or 
more items are unknown, and whereby the 
product of the quantities in the right-hand 
column of an exchange equation is divided 
by the product of the quantities on the 
left-hand column. Here is the formula— 

How many pence will be equal to 1 
Shanghai tael, if 111-20 Shanghai taels are 
equal to roo Canton taels weight, and 
82-7815 Canton taels are equal to 100 oz. 
troy of silver, and if 925 standard ounces of 
London silver are equivalent to 998 oz. fine 
silver in Shanghai; the London price of 


= *9979, OF say, *998 
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silver being expressed in pence per ounce 
standard, and the charges 1 per cent. ? 

= 1 Shanghai tael 

roo Canton taels 

100 oz. troy silver 

998 oz. fine silver 

x London price of silver 
ror (ie, 1% charges) 


100 X 100 X 998 X IoI 
I1I.20 X 82.7815 X 925 X I00 


The missing factor in this formula is the 
price of silver on the London market; but 
given this, we then have simply to multiply 
the constant, 1-182, by that price in order 
to find the approximate equivalent for the 
telegraphic transfer rate. Suppose the price 
of silver to be 26d. per standard ounce, then 
1-182 X 26 = 30°732d., or 2s. 6°732d. per 
tael. This is what is known as the “ parity ” 
of silver, not modified by the elements of 
demand and supply. With demand for and 
supply of exchange working properly, the 
exchange quotation may be sometimes 
below, sometimes above this parity, and the 
margin between the silver parity and 
exchange rates is, as we have shown above, 
dependent upon the price at which a banker 
can cover his sales of bills or telegraphic 
transfers. This formula is commonly used 
in Shanghai, though as a recent writer on 
exchange, M. Bouleau, has said, it is not 
strictly speaking correct, as 111-20 Shanghai 
taels can no longer be obtained for 100 Canton 
taels. The silver foundries in Shanghai do 
not in practice deliver more than 110-90 
Shanghai taels for each 100 Canton taels 
weight. Then charges tend to vary from 
time to time. 

The exchange rates are given out each 
morning by the Hong-Kong and Shanghai 
Banking Corporation and other banks after 
a cable has been received from London giving 
the price of silver. These rates are then 
telegraphed to the branch banks in the 
interior and at the other ports, and on this 
basis is fixed the rates for the different cities. 
The following is an example of the exchange 
quotations— 

SELLING RATES, I.E. THE RATES AT WHICH THE 

BANKS WILL SELL GOLD EXCHANGE 


Lonpon, T.T. 2s. 64d. BATAVIA, 
Demand, 2s. 6d. Demand, Glds. 152 


New York, T.T. 61% Honc-Kone, 


? pence 

If Shai. taels r11.20 

If Canton taels 82-7815 
If 925 standard oz. 

If r oz. 

If 100 


Hl wow tl 


hoe 


Demand, 614 Demand, $794 
ParIs, YOKOHAMA, 

Demand, Frs. 15.65 Demand, yen 75;% 
INDIA, SINGAPORE, 

Demand, Rs. 168 Demand ,, 92 


The London T.T. is the banks’ selling rate 
for sterling on London, and indicates that 
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the buyer has to give 1 tael in Shanghai for 
each 2s. 6}d. which will be paid by the bank’s 
London branch on receipt of the usual tele- 
gram of advice to pay. Telegraphic transfer 
exchange may also be settled forward, and, 
necessarily, the buyer would be called upon 
to pay a little more than if he bought 
“immediate”? T.T. The difference in the 
rate would be about ;;d. or 4d. for delivery 
up to, say, 3 months’ forward. 

Demand is the quotation for bank demand 
bills, and the buyer gets ,4,d. more sterling. 
Other usances are also quoted up to 4 m/s, 
that is, for bills payable four months after 
the bill has been sighted and accepted in 
London, plus the usual three days’ grace. 

New York T.T. shows the U.S. cents that 
will be sold for 1 Shanghai tael, payable as 
soon as the telegram reaches New York. 
Demand is also the rate for bank demand 
bills in U.S. cents for 1 tael. 

All the other rates show the number of 
currency units payable in exchange for 
100 taels. 


BuyinG RATES, I.E. THE RATES AT WHICH THE 
BANKS WILL Buy GoLpD EXCHANGE 


Lonpon—Demand : 2s. 6$d. 
4 m/s credits . 2s. 84d. 
», documents 2s. 8d. 
6 m/s credits . as. 8;% 
New York—Demand 624 
4 m/s credits . 644 
4 ,, documents 654 
Paris—4 m/s documents . 16°95 


Here we get the prices at which the banks 
stand ready to buy exchange of various 
kinds. London demand shows that the bank 
will give 1 tael for each 2s. 63d. represented 
in demand bills; 4 m/s credits is the rate 
at which the banks will buy bills under 
first-class credits, and it will be observed 
that as the bank will be out of its money for 
a considerable time, it requires the seller to 
surrender more sterling for each tael. The 
4 m/s documents is what is called the docu- 
mentary rate, i.e. the rate for documentary 
bills, not drawn under credits, and here as, of 
course, the security is not so good, the seller 
has to surrender still more sterling for each 
tael handed over. 

Similar explanations are applicable to the 
other rates, the quotations on New York 
representing U.S. cents for 1 tael, and on 
Paris the rate is for French francs for 1 tael. 

The following will be found useful to the 
student of the Eastern exchanges— 

Currency, Banking and Finance in China, by F. E. 
Lee. (Washington, U.S.A., Department of Finance.) 

The Currencies of China, by E. Kann. (Shanghai, 
Kelly & Walsh.) 
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Chinese Currency and Banking, by S. R. Wagel. 
(Shanghai, North China Herland.) 

Trade and Administration of China, by H. B. 
Morse. (London, Longmans, Green & Co.) 

The British in China and Far Eastern Trade, by 
C. A. Middleton Smith. (London, Constable & Co., 
Ltd.) 


(See COMPRADOR SYSTEM and SHROFF.) 


CHINA, Shanghai Dollars. 


(See SHANGHAI 
FOR.) 


CHINA, Tae! Currency. 


Taels as currency had practically dis- 
appeared by the year 1923 in Peking, North 
China, local dollars of varying weight and 
fineness having taken their place. (See 
Cuina, MONEY AND EXCHANGE OF.) 


CHINESE TURKESTAN, Money and 
Exchange of. 
The monetary system of Chinese Turkestan 


is a curious mixture, as the following will 
show— 


DOLLARS, QUOTATION 


50 liang = 1 yambu 50 sars, or taels 
Rs. 125 or £8 6s. 8d. 
TG eas 16 tengas 
400 Hungch’ien 400 red cash or dachins 
10 ch’ien = 10 miskal = 40 red cash or dachins 


1 tenga = 25 red cash or dachins 


| 


The Yambu was originally a shoe of pure 
silver weighing 65:05 0z., but the sars or 
taels of Chinese Turkestan are so debased 
that a yambu is now worth about 64 sars, 
the rate fluctuating according to the price of 
silver. The Chinese reckon in tengas and 
puls. 

Neither the tenga nor the pul exists 
as a coin, but both are always used by the 
Turkis for purposes of calculation. Since the 
revolution in China, coins, whether in silver 
or copper, have been disappearing from 
circulation, and notes have come more into 
prominence. The notes are legal tender for 
payment of taxes, but silver cannot be 
obtained in exchange if they are presented 
to the Government. 

Gold coins were minted in Kashgar in the 
days of Yakub Beg, in the sixties and 
seventies of last century, but the Chinese do 
not mint them. 

In pre-war days Russian money was 
largely in circulation in Chinese Turkestan, 
and was practically the only currency in 
commercial dealings between the markets of 
Kashgar and those of Russian Turkestan. 
The value of the rouble fluctuated owing to 
the peculiarities of the local exchange rate, 
consequent on the fact that the amount of 
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Russian money going into and leaving the 
Kashgar market was never proportionate. 
Then, too, there was an annual exodus of the 
local population seeking work in Ferghana, 
which also exercised a temporary effect on the 
money market, since these people exchanged 
Chinese money for Russian roubles. Russian 
rouble notes were then popular amongst the 
inhabitants of Chinese Turkestan, owing to 
their superiority over gold and silver for 
transmission to a distance. Now, however, 
all Russian notes, especially the Soviet ones, 
are at a discount. (Cf. Report on Chinese 
Turkestan, Lt.-Col. P.T. Etherston, Kashgar, 
31st March, 1922.) 


CHOSEN. 
(See KorEA, CHOSEN.) 


CHRISTMAS ISLANDS, Money and 
Exchange of. 


The currency is similar to that of Aus- 
tralia, though there is practically no gold in 
circulation. The principal medium of ex- 
change being the notes of the Commonwealth 
Bank of Australia. There is also an issue of 
local paper currency notes. 

Exchange quoted by the Australian banks 
is at a premium or discount per £100, the 
rate varying according to supply of and 
demand for exchange. 


CHRISTMAS ISLANDS (STRAITS SETTLE- 
MENTS), Money and Exchange of. 


The currency is the same as that of the 
Straits Settlements, namely, the dollar, equal 
to 2s. 4d., and exchange on London is quoted 
in shillings and pence to one Straits Settle- 
ments dollar. (See STRAITS SETTLEMENTS.) 


CIRCUITOUS ARBITRAGE. 
(See ARBITRAGE.) 


CLEAN BILLS. 


In London there are two different meanings 
to the term “ clean bill.’’ In the first case, 
the name is given by the foreign exchange 
market to a bill that is tendered for negotia- 
tion “ clean,”’ that is, without documents in 
any shape or form attached. Clean bills are 
negotiated for only first-class firms, as in the 
event of dishonour in the centre upon which 
they are drawn there is an absence of 
tangible security to fall back upon. 

The term is also used by the discount 
market to describe accepted bills that are 
tendered for discount, the general criterion 
being that they should bear on their face 
evidence of their being drawn against specific 
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shipment of commodities or some definite 
security. (See FiIn—E TRADE PAPER.) 


CLEAN CREDIT. 


A clean credit is one opened by a banker 
providing for the drawing by the beneficiary 
of clean bills, i.e. bills of exchange without 
documents in any shape or form being 
attached. In the credit the banker agrees to 
accept and to pay at maturity the bills so 
drawn provided they do not exceed in the 
aggregate the amount laid down in the credit, 
and provided the drafts are drawn within 
the term stipulated. Clean credits are opened 
by bankers only for first-class firms. Stringent 
guarantees are required from the client, and, 
not infrequently, a deposit of cash or other 
security is insisted upon. 

Clean credits are often issued by banks to 
facilitate the finance of imports and exports, 
and the bills are drawn upon the importer and 
not upon the bank. They are in effect an 
“authority to purchase ”’ clean bills drawn 
by an exporter upon the importer, to whom, 
for some reason or other, the documents of 
title to the goods have been sent direct. As 
a matter of fact, in most clean credits the 
documents of title to the merchandise or 
other shipments are, for various reasons, sent 
direct to the consignees, and, apart from the 
bill of exchange itself, the negotiating banks 
have no tangible security to fall back upon; 
hence the care with which such credits are 
opened, 


COCHIN CHINA, Money and Exchange of. 


The silver piastre is the monetary unit. It 
is known locally as the piastre of commerce, 
and is equivalent to 100 cents. Its weight is 
27 grammes of silver, and the fineness of the 
coin is 900. Subsidiary coins are the 
following— 

4 piastre 
a 


50 cents 


5 
10 


” ” 


roth ,, ” 
The bulk of the monetary circulation is in 
the notes of the Banque de l’Indo Chine. 
Exchange varies with the price of bar 
silver, and on London is quoted in shillings 
and pence per I piastre, Saigon being the 
principal exchange centre. 


COCOS ISLANDS, Money and Exchange of. 


The monetary circulation is the same as 
that of the Straits Settlements, namely, the 
dollar equal to 2s. 4d. 

Exchange on London is quoted in shillings 
and pence for one Straits Settlements dollar. 
(See STRAITS SETTLEMENTS.) 
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COINAGE, Free. 


“Free coinage’ does not mean coinage 
without cost, but ‘‘ unlimited ’’ coinage. The 
right of free coinage consists in the privilege 
of any owner of standard metal to present 
that metal to the Government Mint to be 
manufactured into coin and to be returned 
to him in that shape. It is the privilege of 
having bullion coined at the Mint in quanti- 
ties without a maximum limit. As a matter 
of convenience to the Mint, a minimum limit 
must, of course, be fixed. 

The right of free coinage, where it exists, 
does not mean a right to have the services 
of the Mint without charge. There is, how- 
ever, no greater charge at the Mint than one 
sufficient to cover actual costs of minting 
coins. The charge made for coinage is 
termed “‘seigniorage,’ but if the charge 
is so small as merely to cover the supposed 
cost to the mint of coinage, it is known as 
“prassage.’’ Modern gold standard coun- 
tries do not make a practice of exact- 
ing seigniorage substantially greater than 
brassage. 

When minting is performed without any 
charge to the depositor of the bullion, it is 
called “‘ gratuitous’’ coinage. Coinage in 
England is both free and gratuitous, and in 
consequence English gold coin has been 
regarded as equivalent to bullion, and 
exchange fluctuations, to a certain extent, 
thereby avoided. The distinction between 
“ sratuitous’”’ coinage and “ free’’ coinage 
is, as the late Professor F. A. Walker once 
emphasized, not sufficiently observed. Where 
no seigniorage charge is made, but the coin 
contains the full amount of bullion which 
corresponds to its mint value, i.e. where the 
sovereign contains 1130016 grains pure gold, 
it is gratuitous coinage. Free coinage exists, 
where any owner of bullion has the right to 
have it coined on the same terms as the 
Government, or as any other citizen, whether 
with or without a seigniorage charge. Free 
coinage exists in England in regard to gold 
under the terms of Sect. 8 of the Coinage 
Act, 1870, which entitled any person bringing 
gold bullion to the mint to have it assayed, 
coined, and delivered to him, though under 
the provisions of Sect. 1, Subsec. 1 (c) of 
the Gold Standard Act, 1925, that provision 
has ceased to have effect, except as regards 
gold bullion brought to the Mint by the Bank 
of England. (See SEIGNIORAGE.) 


COINAGE, Gratuitous. 
(See CornaGE, FREE, and SEIGNIORAGE.) 
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COLOGNE, Gold Points with London. 
(See GoLp Pornts.) 


COLOMBIA, Money and Exchange of. 


The legal monetary unit is the peso oro 
—known as moneda legal (written M/L)—of 
1°5976 grammes of gold, eleven-twelfths fine 
= 1°464466 grammes of fine gold, and is 
therefore equal to one-fifth of a pound ster- 
ling ; it is equivalent to 0-9733 of the Ameri- 
can dollar; therefore U.S.A. $100 are equal 
to Colombia $102.74, which is the parity 
between the two republics— 


5 pesos (the Colombian £) = 7.9882 Cheer ld 916% 
e 


I $5 Colombian gold 


a frs. (Napoleon) $4 ” ” 
$10 U.S. (Eagle) $10.274 ,, re 

Bank notes of the recently formed Banco 
de la Republica are convertible into gold on 
presentation. The bank has the exclusive 
right of issuing bank notes for the term of 
20 years from the date of the registration 
of its charter, 11th July, 1923. The Bank of 
the Republic must maintain a gold reserve 
equal to 60 per cent of its notes outstanding 
and its deposits combined. Notes are issued 
in denominations of $500, $100, $50, $10, 
$5, $2, and $1. The notes are convertible 
at sight at the head office of the bank and 
branches. In times of emergency, the bank 
may substitute for domestic gold coin, in 
the redemption of its notes, sight drafts or 
cable transfers on New York payable in gold 
coin, and may charge therefor a premium 
not in excess of the actual cost of shipping 
gold coin between New York and the 
respective cities in Colombia, in which the 
bank might be redeeming its notes in such 
manner. 

The Banco de la Republica was established 
as the sole bank of issue and rediscount 
under the Law No. 25 of 1923. It is modelled 
on the lines of the Federal Reserve system 
of the United States under the advice of an 
American financial commission, which visited 
Colombia under the aegis of the Colombian 
Government. As we have stated, it has the 
sole right of note issue for a period of 20 
years, from 11th July, 1923, and this right 
is subject to extension for further periods 
of 20 years. 

To all intents and purposes Colombia has, 
therefore, a gold standard and a free gold 
market, and anyone may deliver gold to the 
national mints for coining. There are no 
restrictions on the import or export of gold. 

Under the Law 25 of 1923, the withdrawal 
from circulation and amortization of all other 


tl 


| notes or paper formerly serving as currency 
| is provided for, consequently the only cur- 
| rency that will eventually be in circulation 
will be gold and silver coin and notes of the 
Banco de la Republica, redeemable in gold 
on demand. Under the same law the Govern- 
ment is expressly prohibited from issuing 
any further paper currency, and cannot allow 
any other public or private institution to do 
so. Further, it is bound to accept the advice 
of the bank regarding any future issues of 
silver, nickel, copper, or similar coins other 


than gold. 

Since the establishment of the bank and 
the consequent working out of the provisions 
of the law, the currency of Colombia has 
become definitely stabilized, and (March, 
1926) sterling exchange was quoted at 98-50 
per cent and U.S. currency at 101-20 per 
cent, from which levels the rate hardly 
varies more than a mere fraction at a time 
for weeks on end. For all practical purposes, 
therefore, the bank may be said to control 
the exchange market. 

The British sovereign is legal tender and 
the normal rate fixed is 5 gold pesos to £1— 

1 gold peso = 100 centavos 


”» » = £1 
The coins actually in circulation are— 
Gold: 5 pesos and 2.50 pesos 
Silver: 10, 20, and 50 centavos 


Nickel: 1, 2, and 5 centavos 


COLOMBIA, Par of Exchange with. 


Par of exchange with London = I00 pesos 
to £20. 

Par of exchange with New York = 102.77 
pesos to $100. 


COMPOUND ARBITRAGE. 
(See ARBITRAGE.) 


COMPRADOR SYSTEM. 


The comprador system, so-called, is that 
used in China and the Far East, under which 
a native, called the ‘“‘ comprador,”’ is made 
the intermediary for dealings between foreign 
bankers, merchants, and dealers and the 
Chinese or other natives. 

It is the method by which all inter-Chinese, 
Japanese, or Indian commerce is transacted 
under the guarantee of a native known as 
the comprador in China, the banto in Japan, 
and the banian in India. 

The word ‘‘ comprador’”’ emanates from 
the Spanish, meaning a “ buyer,” comprar 
= to buy. 

It is curious that after centuries of trade 
and commerce, the West is still forced to 
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employ this intermediary in its business 
relations with the East. Language, customs, 
and peculiarity of trade have been, and are 
still, to some extent responsible for this state 
of affairs. To take China as an example, the 
comprador must possess capital, a knowledge 
of business, and an extended acquaintance- 
ship among his nationals. 

There are two main classes of comprador 
—bank and merchandise compradors—whose 
functions are quite similar. The duties of 
the bank comprador are: to transact busi- 
ness for the bank with other Chinese; to 
look after all the monetary affairs connected 
therewith, such as the receipt and payment 
of money and the collection of drafts and 
notes ; to offer advice to the bank regarding 
the condition of local markets; to compile 
commercial information as to the standing 
of Chinese, and to recommend, control, and 
guarantee the Chinese staff of the bank. The 
comprador is required to guarantee each 
operation brought to the bank through his 
intermediary. The same principles apply in 
regard to advances, loans, and overdrafts to 
native clients and dealers; the comprador 
guarantees all such business, and he it is who 
is ultimately responsible to the bank in the 
case of default. Native sureties for the com- 
prador’s fidelity are also required and 
obtained from him; and this second class 
of guarantors is in turn guaranteed by 
other native sureties. As far as can be 
ascertained, this method of making one 
another mutually responsible is handed down 
from generation to generation ; the father’s 
liabilities are binding upon the son, and so 
on. Then, again, with the Chinese comprador, 
security in addition to written guarantees is 
required. As the comprador undertakes 
responsibilities and lends his name to large 
transactions on behalf of the bank he repre- 
sents, as a further guarantee of his good 
faith and as additional security for the bank, 
he deposits approved securities, stocks or 
shares, or even satisfactory title deeds of 
property, and sometimes a certain amount 
of cash will be placed on deposit in his name, 
but hypothecated to his employers. In the 
banks the comprador seems to be regarded 
as a native departmental manager. He may 
receive a fixed salary or commission in pro- 
portion tothe business done through his 
intermediary. Sometimes he is paid both 
salary and commission, but in recent days 
the tendency has been to dispense with the 
salary and to pay the comprador according 
to results. 

The comprador in a mercantile firm, as in 
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the case of a bank, is required to guarantee 
the firm’s Chinese customers, advise as to 
markets, assist in obtaining business, and, in 
general, to act as a go-between and native 
manager for the firm in its relations with the 
Chinese customers. The contract with the 
comprador varies in different firms, but 
generally the rule is to allow him one-half 
of I per cent commission on all business 
done, based on the cost, insurance, and 
freight value of the goods sold. Ifthe volume 
of the turnover is exceptionally large, the 
commission is only one-fourth of 1 per cent. 
(See BANIAN and SHROFF.) 


COMPTE DE RETOUR. 


This phrase means “notarial charges.” 
(See SANs COMPTE DE RETOUR.) 


CONFIRMED BANKER’S CREDIT. 


A confirmed banker’s credit is one issued 
by a bank, mainly in connection with the 
finance of foreign trade, in which that bank 
undertakes, subject to the fulfilment of 
certain terms and conditions laid down in 
the credit, to accept and pay at maturity 
bills drawn under the authority so given. 
Unlike an unconfirmed credit, it cannot be 
cancelled without the consent of the bene- 
ficiary, and revocation, necessarily, would 
require the mutual consent of both buyer 
and seller of goods. 

The confirmed banker’s credit takes the 
form of a document over the bank signature, 
wherein the grantor bank undertakes as 
towards drawers, endorsers, and bona fide 
holders that the bills drawn under the 
authority of the credit shall receive due 
honour on presentation. The beneficiary has 
thus the definite assurance that the bills he 
draws will be honoured by acceptance by 
the bank, and the bank, having given its 
acceptance to bills drawn, will at maturity 
of those bills have to pay their face amount, 
whether the person on whose instructions the 
credit has been opened has put the bank in 
funds for meeting the bills or not. 

The salient feature of the confirmed 
banker’s credit lies in what might be termed 
the “ guarantee’ clause, which is usually in 
the following form: ‘‘ We hereby engage 
with the drawers as well as bona fide holders 
of drafts drawn under this credit that such 
drafts shall meet with due honour on 
presentation, provided due compliance has 
been made with the terms and conditions of 
this credit.” 

As the confirmed banker’s credit is not 
subject to cancellation, the beneficiary is not 
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really tied to one bank in the place at which 
the credit is utilized for the negotiation of 
his bills. It might suit him, especially where 
one bank is offering a better rate of exchange 
than another bank, to get his bills negotiated 
elsewhere than at the bank through whose 
agency the credit has been advised. 

As a condition precedent to the opening of 
confirmed bankers’ credits, the banks usually 
require a stringent form of guarantee to be 
executed by the person for whose account 
the credit is opened. In the guarantee the 
banker’s client undertakes to provide funds 
before maturity for the liquidation of all 
drafts drawn under the credit, and in the 
event of the necessary funds not being forth- 
coming, the banker is empowered to sell any 
or all of the goods or other security against 
which the bills are drawn, and to apply the 
proceeds towards payment of them. Fur- 
ther, should there be any deficiency, the 
guarantor undertakes to make it good. In 
some cases, too, the deposit of cash or other 
first-class security is required in addition to 
the guarantee. 

As far as both the beneficiary and the 
negotiating banks are concerned, it is of the 
utmost importance to see that the terms of 
the credit are complied with in every respect, 
as any departure therefrom may result in 
refusal to accept the bills,.and, as several 
law cases have shown, if a breach of the 
terms of the credit can be proved, any 
claims by the beneficiary or third parties 
who have negotiated bills are liable to be 
upset. But so long as the terms of the 
contract are strictly carried out, the con- 
firmed banker’s credit forms an ideal banking 
instrument for facilitating the finance of 
overseas trade. We have mentioned the 
word ‘‘ contract’ because it was laid down 
in a law case (Union Bank of Canada v. 
Cole and others) that letters of credit con- 
taining a promise to accept bills, create a 
contract between the giver of the letters of 
credit and the person who advances money 
on the faith of them, only when such letters 
are intended to be shown to a third person 
for the purpose of obtaining advances (i.e. 
against delivery of bills of exchange). But 
when that intention is found to exist, there 
is an offer which can be accepted by those 
who take the proper steps for the purpose ; 
the essence of the letter of credit is ‘‘ that 
the person taking the bills on the faith of it, 
is to have the absolute benefit of the under- 
standing in the letter, and to have it 
honoured by the acceptance of the bills.” 
(Cf. Lord Justice Cairns, In ve Agra and 
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Masterman’s Bank, Law Reports, 2, Chan- 
cery Appeals, 391, page 397, and Maitland 
v. Chartered Bank of India, 38, Law Journal, 
Chancery, 363.) 

Where confirmed bankers’ credits are 
opened with a bank that has a branch both 
in the importer’s centre and in the town at 
which the exporter is domiciled, the pro- 
cedure is fairly simple. After the usual 
preliminaries are settled, say, in London, 
between the importer and his bank, the bank 
communicates details of the credit to its 
overseas branch, which in turn advises the 
beneficiary that the credit is available, and 
in due course the latter presents his bills with 
shipping documents attached and, if every- 
thing be in order, receives the amount of his 
bills, which are then sent forward to the bank 
in London for acceptance. The documents 
are detached from the bills of exchange when 
they arrive in London, and are handed to 
the importer, who ultimately puts the bank 
in funds to meet the bills which it has 
accepted. 

The more complicated case, and by far the 
more usual, is the one in which the London 
bank has not a branch of its own in the 
beneficiary’s centre. In that case it is custom- 
ary to advise the credit out to the exporter’s 
centre through one of the foreign or colonial 
banks that has a branch in the foreign city. 
That bank, in turn, advises its branch that 
the credit has been opened, gives the terms 
and conditions of the credit, and the foreign 
branch in due course communicates the 
details to the beneficiary. The latter, as we 
have previously stated, is then in a position 
to prepare his bills and the foreign branch 
will negotiate them when presented, i.e. 
advance the face value of the bills against 
delivery of the drafts with shipping docu- 
ments attached. These, again, are sent for- 
ward to the London branch of the foreign 
or colonial bank, which presents them to the 
bank that opened the credit, for acceptance 
and payment in due course. The London 
branch of the foreign or colonial bank gets 
its funds at once if desired, by having the 
accepted bills discounted on the London 
market ; though, if it so wishes, the accept- 
ances may be retained in its bill portfolio 
until maturity. 

In conclusion, we reiterate, that in case of 
confirmed bankers’ credits, unless it be clearly 
stated in the credit itself that the negotiation 
of the bills is restricted to a particular bank 
in a foreign city, the beneficiary can, and 
very frequently does, get his bills nego- 
tiated with other banks in the foreign centre 
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concerned. In such cases it is, of course, 
absolutely necessary for the beneficiary to 
have the credit document showing that the 
letter of credit has been opened, setting forth 
the exact terms and conditions under which 
bills are to be negotiated, and provided these 
are correctly followed, third parties are well 
protected in their negotiation of exporters’ 
bills. (See CABLE CREDIT; UNCONFIRMED 
BANKER’S CREDIT; LONDON ACCEPTANCE 
CREDIT; and REVOLVING CREDIT.) 

(For a full discussion on credits, see 
Bankers’ Credits, by W. F. Spalding, Sir 
Isaac Pitman & Sons, London.) 


CONFORME. 


This is the Uruguayan name for a trade 
bill of exchange. A conforme embodies a 
buyer’s conformity to his purchases and his 
undertaking to pay the amount thereof to the 
order of the seller on a specified date. 


CONSTANTINOPLE, Par of Exchange with 
London. 


The par of exchange between Constanti- 
nople and London is piastres 110-693 to £1. 


CONTO. 
(See BRAzIL, MONEY AND EXCHANGE OF.) 


COPENHAGEN, Gold Points between 
London and. 


(See GoLp Points.) 


COPENHAGEN, Par of Exchange with 
London. 


The par of exchange between Copenhagen 
and London is 18-159 kroner to £1. 


COSTA RICA, Money and Exchange of. 


The currency of Costa Rica down to the 
end of the nineteenth century was in an 
unsatisfactory state; not only was national 
money in existence, but a large amount of 
miscellaneous foreign coins of varying weight 
and fineness circulated. This was a constant 
source of confusion, trouble, and anxiety to 
the Government, bankers, and to commercial 
men. In theory, the country was on the 
bi-metallic standard, but the working of it 
was rendered extremely difficult owing to the 
polyglot nature of the coinage. There is little 
of interest in the hundred and one laws and 
regulations passed from time to time with 
a view to the regulation of the Costa Rican 
monetary unit, and the rates of exchange for 
it with the principal foreign countries. One 
may, however, pick out as a start in the right 
direction the monetary law of April, 1871, 


DICTIONARY OF WORLD’S CURRENCIES AND FOREIGN EXCHANGES 


43 


(COS 


which had for effect the adoption, or 
attempted adoption, of the gold peso as the 
monetary unit. This coin was given a weight 
of 1612 grammes gold, -goo fine, and was 
thus rather below the metallic content of the 
American dollar. The ratio with the Costa 
Rican silver pesos then in circulation was 
about 153 to 1. In principle this step may 
be said to have been somewhat of an experi- 
ment, since, although, again theoretically, 
the country was supposed to have adopted 
the gold standard, all it did in practice was 
to make a sort of adjustment in the bi- 
metallic standard then in existence in the 
country. 

The change had been made when the 
world price of silver was comparatively 
steady ; but trouble came a few years later, 
when with silver depreciating in value 
throughout the world, the gold peso actually 
became under-valued in terms of the cheaper 
metal, and as the price of silver continued 
to fall, so the gold money rose to a premium, 
was exported or hoarded, and finally dis- 
appeared from circulation altogether. In 
fact, the country again reverted to a silver 
standard, which continued until 1896. The 
depreciation of silver had been continuous, 
and owing to the depreciation of the currency 
and adverse exchanges between Costa Rica 
and the gold standard countries of the world, 
reform was urgently necessary. Accordingly, 
on 26th October, 1896, an Act was passed for 
the adoption of the gold standard, with the 
colon of -778 gramme of gold, -goo fine as the 
monetary unit, said to be worth 464 cents 
American money, or 22:9d. sterling. In 
reality there was no one-colon piece, as the 
law of 1896 decreed that the smallest coin 
to be minted should be the two-colon piece. 
It was also laid down that the equivalent of 
the colon should be 100 centimos. The terms 
“ peso” and “ centavo ”’ thus officially being 
relinquished. 

The law of 1896 really put the silver coin 
on a fiduciary basis. The fineness of those 
then in circulation varied from -835 to -go00 
fine, but the new coins were only -750 fine, 
the value of the silver in the coins being less 
than their face value. The largest silver coin 
provided for was the 50 centimos piece, 
weighing 10 grammes which, it was reckoned, 
on the price of silver in 1896, would give the 
coin a value of rather less than a half-colon, 
the value of the coin in gold. 

To make the new standard all the more 
effective, the Government took strong meas- 
ures for purging the country of the hetero- 
geneous mass of foreign silver coin circulating 


COs} 


and, up to the outbreak of the Great Euro- 
pean War in 1914, Costa Rica did move along 
very satisfactorily on something approaching 
the gold standard. 

The war, however, brought currency 
troubles to Costa Rica in common with most 
other countries. Gold promptly left the 
country ; the banks of issue, of which there 
were four, were relieved from the necessity 
of paying their notes in gold ; a Government 
bank (the Banco Internacional) was formed, 
and given an authorized issue of four million 
colones. Later, in June, 1917, a retrograde 
step in the shape of debasement of the 
currency was taken. Silver had been rising 
in value throughout the world; -in Costa 
Rica, from one cause and another, there was 
a great scarcity of silver money, so the 
Government authorized the issue of silver 
notes (billetes de plata), and in September, 
1917, also reduced the fineness of the silver 
coins to :500. Very few of the new coins 
were minted, and the reserve required for 
the silver notes (40 per cent) was kept in the 
old coins, but computed on the basis of 
+500 fine. 

The right of issue of the other banks of 
issue was withdrawn on 15th July, 1921, and 
the Banco Internacional is now the only bank 
ofissue. Its note circulation on 31st October, 
1926, was 16,360,000 colones. Gold bonds 
to secure the circulation at the same date 
stood at 4,544,500 colones. 

The present position of the currency is well 
described by Dr. J. Parke Young, who says: 
“Most of the currency consists of the notes 
of the Banco Internacional which purport to 
be redeemable in gold, but which have 
behind them only a small amount of gold 
reserve. Their security is chiefly the credit 
of the Government, partly in the form of 
bonds, and partly in unfunded debt to the 
bank. Owing tc their great number, their 
gold value is considerably depreciated, less 
than half the previous value, and it appears 
improbable that the notes will ever be 
redeemed at par . Along with the notes 
of the Government bank circulate the silver 
notes and the notes of the Banco Commer- 
cial, on an equivalent basis. These latter two 
classes of notes are now being retired. There 
is a certain amount of brass coins of the 
denominations of 5 and 10 centimos, which 
circulate alongside of the other money. 
Since March, 1924, notes issued by the Caja 
de Conversion and redeemable in gold drafts 
have appeared. These, however, are mostly 
being hoarded.”’ 

Costa Rica is now facing the restoration 
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of the gold standard, and by the law of 
October, 1922, established “‘in the Banco 
Internacional what is known as a ‘ Caja de 
Conversion,’ for the purpose of stabilizing 
the colon at the rate of four colones to the 
dollar. The law provided that the Caja buy 
gold drafts, issuing in return notes redeem- 
able in gold drafts on demand, at the rate 
of four colones to the dollar. The Caja was 
to receive the income from certain revenues 
to go into a fund for carrying on its opera- 
tions of stabilizing the colon at four to the 
dollar. The Caja came into active operation 
in March, 1924. Exchange rates fell early in 
1924 due to a good supply of coffee bills, 
and in March went below four colones to the 
dollar. This permitted the Caja to commence 
operations. It began giving out notes in 
return for gold drafts at the prescribed rate 
and at the end of March, 1924, there were 
766,700 colones outstanding backed 100 per 
cent by gold or by dollar credits in the 
National City Bank in New York. By the 
end of August, 1924, the circulation of the 
Caja had increased to 1,381,500 colones. 
The notes are being hoarded and do not 
circulate, since they are redeemable in gold 
drafts while the other notes are not redeem- 
able. Since the Caja will purchase all gold 
drafts at the rate of four colones to the 
dollar, exchange rates cannot go below this 
point. On the other hand, should exchange 
tend to go above four colones to the dollar, 
the notes of the Caja, being redeemable in 
gold drafts, would tend to go to a premium 
in terms of the other paper money unless all 
notes were made redeemable in gold or gold 
drafts. In the meantime stability is being 
enjoyed, which is of great assistance to 
importers and exporters as well as to business 
in general.” (Cf. Central American Currency 
and Finance, J. Parke (Young), pp. 216-7 
and 231-2.) 

The fractional currency in circulation 
comprises— 

Silver : 1 colon, 50 centimos, 25 centimos 


Copper: 10 centimos, 5 centimos and 1 centimo 
Nickel: 2 centimos 


On the assumption that the Single Gold 
Standard as prescribed by the law of 1896, 
and amended in August, 1900, is eventually 
restored, the weight and fineness of the gold 
coins will be— 


20 colones—weight 15:5600 grm., ‘900 fine, or 140040 grm, pure 
Ito ” ” 7°7800 ” ” ” 7°0020 ” 


5. » 38900, 5) 3*50TO sy 
2 ” ” 15560 ,, ” ” 1*4004 ” 
t colon a 7780 as ” +7002 » 


During the year 1926 there were struck 
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at Philadelphia for Costa Rica 15,000 gold 
2 colones pieces. 


CUBA, Money and Exchange of. 


The monetary unit of Cuba is the gold 
peso, weighing 1:6718 grammes (1'50469 
grammes fine gold). It is equivalent in value 
to the U.S.A. dollar, and American currency 
circulates side by side with the Cuban cur- 
rency, and is legal tender at the same value. 

The following are the Cuban coins— 


Gold: 20, 10, 5, 4, 2, and 1 peso. Gold coinage is 


unrestricted, and the 20, 10, and 5 pesos 

are of the same weight and value as the 

corresponding U.S.A. gold coins 
I peso, 40, 20, and ro cents. The coinage of 
c silver is limited to 12 million pesos 
Nickel: 5, 2, and 1 cent pieces 

Both American paper money and coins 
circulate in the country, and the bulk of the 
foreign exchange business is with New York. 
The par of exchange with London is 4:8665 
colones to the /1. 


CYPRUS, Money of. 


British gold coins are unlimited legal 
tender in Cyprus, but the principal money 
of commerce is the piastre. The piastre, or 
c.p. (copper piastre), so called to distinguish 
it from the Turkish piastre = 2d., and the 
piastre tariff (p.t.) of Egypt = 24d. 

The piastre of Cyprus is the equivalent 


Silver : 


of 40 paras. 
180 ¢.p == {Tf 
G55 =< 16; 
44 5, = 6d. 
3» = 4d. 
40 paras = Id. 


The coins are legal tender in Cyprus at the 
rates and for the amounts stated, and no 
other coins are legal tender in the island, 
other than British gold coins, which, as 
above stated, are full legal tender. 


Value in Limit of 
Gold: Piastres Legal Tender 
I sovereign 180 None 
Silver : : 
18 piastre piece 
came wo = fs 
3 ) ,’ 
Copper, Bronze, and Mixed 
Metal: | 
I plastre piece 27 = 38. 
” ” 
t ” ” 


There is also an issue of currency notes in 
denominations of £10, £1, and tos., the 
amount of the authorized issue being 
£400,000. 

Government accounts, banking accounts, 
and commercial accounts are kept both in 
£ s. and c.p. 
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CYRENAICA, Money of. 


The money circulating in Cyrenaica is 
similar to that in Italy, namely, lire and 
subsidiary coins. 

Trade finance, exchange, and other finan- 
cial operations are cared for by the Banca 
d'Italia and the Banco di Roma. (See ItTaty, 
MONEY AND EXCHANGE OF.) 


CZECHO-SLOVAKIA, Money and 
Exchange of. 

Czecho-Slovakia, although her currency 
has now been absolutely stabilized for about 
five years, has not yet nominally introduced 
the gold standard. The decree by which the 
National Bank was created (1st April, 1926) 
simply put the new bank of issue under 
obligation to maintain the relation of the 
Czecho-Slovak koruna (crown) to the U.S.A. 
dollar at about $2-96 to $3 for 100 crowns. 

There is no silver or gold in circulation 
as legal tender, though a so-called Czecho- 
Slovak ducat, a gold coin weighing 53:86 
grains has been minted. It contains 986-16 
parts of gold to 13°84 parts copper, and the 
pure bullion content is, therefore, about 
52 grains. This ducat, however, is not legal 
tender, and is bought only as a souvenir. 
It is considered to be a revival of the old 
Bohemian ducat, and is minted mainly for 
sentimental reasons. A photograph of the 
coin is inset, and, as will be observed, on 
the obverse it has the portrait of St. 
Wenceslas, with the inscription: ‘‘ Nedej 
zahynouti ném ni budoucim”’ (Let neither us 
nor our descendants perish). On the reverse 
it bears the small coat of arms of the republic, 
with the inscription: ‘‘ Republika Cesko- 
slovenska.”’ 

The Czecho-Slovak koruna is equal to 100 
hellers, and there are the following coins in 
circulation— 


Nickel-bronze: 5 crowns, 1 crown, 50 hellers, 20 
hellers 


Bronze : 10 hellers, 5 hellers, 2 hellers 

As will be seen from the photograph inset, 
the coins are of excellent design and work- 
manship. 

The National Bank issues notes in the 
following denominations: 20, 100, 500, 1,000, 
and 5,000 crowns. 

As the National Bank has been so impor- 
tant a factor in the establishment of the 
currency of Czecho-Slovakia on a sound 
basis, a description of the steps that led to 
its coming into being may not be out of 
place. When the end of the war brought the 
collapse of the Austro-Hungarian empire, 
Czecho-Slovakia emerged as an independent 
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State. It found itself with a load of depre- 
ciated notes, the total circulation of the 
Austro-Hungarian bank notes amounted to 
35,000,000,000 crowns. As was to be ex- 
pected there was a steady decline in the 
buying power of the Austrian crown, with 
a corresponding fall in its exchange value. 
Holders of Austrian war-loan bonds, fearing 
a similar loss in the value of these bonds, 
endeavoured to turn them into cash by 
taking advantage of the provision by which 
the Austro-Hungarian Bank was obliged to 
make cash advances up to 75 per cent of 
the nominal value of the bonds. The inevi- 
table result was to increase still further the 
note circulation, and the situation was made 
still worse by the issue by the Austro- 
Hungarian Bank of new bank notes for the 
succession States. 

The new Czecho-Slovak Government per- 
ceived the inherent danger in the situation 
and negotiated with the bank for a cessation 
of these operations. As the pourparlers led 
to no definite result, the Minister of Finance 
prohibited the Czecho-Slovak branches of 
the Austro-Hungarian Bank from making 
further cash advances on war loan bonds. 
At the same time, he made preparations for 
the establishment of an independent Czecho- 
Slovak currency by causing the notes then 
circulating in Czecho-Slovak territory to be 
stamped. These notes served as legal tender 
until the autumn of 1919, when new printed 
Czecho-Slovak notes were ready for use. In 
order to reduce the total of the fiduciary 
circulation, the Ministry of Finance retained 
one-half of the notes submitted for stamping, 
thus making a compulsory State loan. In 
exchange for the amounts so retained, the 
holders received 1 per cent State certificates 
to be paid out of revenue derived from 
various forms of taxation. Another object 
of this operation was the placing of the 
finances of the State on a regular credit basis, 
so that all State requirements could be met 
through credits extended by the bank of 
issue. In the absence of such an organiza- 
tion, a section of the Ministry of Finance, 
under the name of “‘ Banking Office of the 
Ministry of Finance,’’ was entrusted pro- 
visionally with the functions of a bank of 
issue. 

The separation of the Czecho-Slovak cur- 
rency from that of the old Empire was thus 
effected with comparative ease. To guard 
against dangers of inflation, the Government, 
in the early days of its existence, passed a 
law by which the issue of uncovered notes 
was prohibited. This naturally led to a 
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certain temporary financial stringency, but 
it enabled the currency to maintain a fairly 
sound value in contrast with the disastrous 
depreciation in other central European 
currencies. 

Czecho-Slovakia’s currency policy during 
the first years of the republic’s existence 
may be divided into three periods— 

1. The period of decrees, from the estab- 
lishment of the republic to the spring of 
1920, during which all the necessary meas- 
ures were taken for placing the currency on 
an independent basis. 

2. The period of stabilization from the 
spring of 1920 to the end of 1921, when the 
economic and financial pre-conditions for a 
sound currency were attained. 

3. The period of deflation from 1922 up 
to the present time, during which time a 
policy of currency, economic, and financial 
deflation has been pursued. 

As a matter of fact, since 1922 the currency 
has been comparatively stable, with the 
crown quoted between $0-0242 and $0-0297, 
as against a nominal par of $0-2026. With 
the achievement of this result, the Govern- 
ment wisely decided that stabilization at the 
exchange rate of the day was preferable to 
waiting for the uncertain return to a gold 
parity. Accordingly, in March, 1925, the 
Government introduced a stabilization bill 
for the retention of the current gold value, 
and the establishment of a bank of issue. 
This marked the opening of a new period 
in the currency policy—the stabilization 
period—which will eventually conclude with 
the establishment by law of the gold stan- 
dard, as soon as the necessary economic, 
financial, and administrative conditions 
make this step possible. 

The Banking Office of the Ministry of 
Finance functioned until the end of March, 
1926, when the National Bank of Czecho- 
Slovakia took over its duties. The new bank 
of issue commenced business on 1st April, 
1926. In accordance with the law of 14th 
April, 1920, and subsequent amendments 
thereto, the National Bank is a joint stock 
bank, which was granted a fifteen years’ 
privilege to issue bank-notes. The share 
capital is $12,000,000, and it may be 
increased to $15,000,000. The nominal value 
of the shares is $100. The State took over 
one-third of the capital. The State main- 
tains supreme control through a Govern- 
ment Commissioner selected from the officials 
of the Ministry of Finance and appointed 
by the Government. His duty is to oppose 
any resolution of the bank which appears 
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to be contrary to the law or to the interests 
of the State, and, in this event, to stay the 
execution of the resolution. If no agreement 
can be reached between the bank and the 
State, the decision is left to a board of 
arbitration of five members. The bank is 
administered by a Governor and a board of 
administration consisting of ten members, 
one of whom may be a foreigner. 

The Act (National Joint Stock Bank Act 
of 14th April, 1920, No. 347) defines the 
duties of the bank as follows— 

“The bank is charged to look after the 
money circulation and its due operation in 
the State, after the granting of credits to 
commerce, industries, and agriculture, after 
the establishing of clearing houses and the 
organization and concentration of State 
revenues and funds. 

“The statutes of the bank limit the 
transactions to which the bank is entitled. 
Chiefly, the bank is authorized to discount 
bills arising from actual trade transactions, 
payable within 92 days; to grant for a 
period not exceeding three months, loans on 
collateral; to receive deposits on drafts or 
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Bank-notes in circulation on 31st December, 1927 


Plus cheque account balances and other sums due at sight 


Less State notes debt 


Basis for the calculation of the metallic cover 


Metallic cover— 


Precious metals 


silver 


” 


Gold foreign currencies 
Metallic cover is 


other certificates; to receive deposits on 
current accounts ; to undertake the collection 
of bills, cheques, bonds, securities, savings 
books, etc.; to act as subscription office for 
State loans or for other securities, and to 
transact, on a commission basis, purchases 
and sales of securities and specie; to buy 
and sell foreign bills and cheques; to buy 
and sell foreign and commercial gold and 
silver coins as well as foreign paper currency ; 
to buy and sell gold and silver bullion. The 
bank is prohibited from granting any direct 
or indirect loans to the State. 

“The Bank Act stipulates a minimum 
metallic reserve. In the first year of the 
Bank’s activity this reserve must amount to 
at least 20 per cent of the total bank-notes 
circulation, to which obligations payable at 
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sight must be added, but the debt represented 
by the State’s notes deducted. This mini- 
mum reserve increases yearly by 1 per cent 
until it reaches 35 per cent, and besides 
precious metals, it is composed of bank notes 
and bills in sound foreign currencies, as well 
as of foreign coins of legal tender. Should 
this stipulated reserve be reduced, the bank 
is bound to pay, during the time of such 
reduction, the difference between the actual 
and permissible bank-notes circulation. 
The rate of this tax, being equal to the dis- 
count rate, with an addition, fixed according 
to the extent by which the reserve decreased. 
If the difference between the actual and 
stipulated reserve is not more than 2 per 
cent the addition amounts to I per cent. 
For each further 2 per cent of reduction, 
the addition rises by 14 per cent, etc., 
without regard as to whether the last stage 
exhausts the whole 3 per cent. The rate of 
this tax, however, must never be less than 
5 per cent per annum,” 

On 31st December, 1927, the bank-notes 
in circulation and the metallic cover stood 
as follows— 

Ke. 
8,417,262,770'50 
689,864,992:20 


Total 9,107,127,762°70 


4,444,253,477°09 
4,662,874,285-61 


gold Ke. 1,004,632,927:70 
109,194,954°30 


Ke. 1,113,827,882'— 
2,347,906,680-71 


” 


3,461,734,562°71 
74:2 % 


Another bank of importance to Czecho- 
Slovakia is the Anglo-Czecho-Slovakian 
Bank, which was established in 1922 with 
a capital of K. 120,000,000, This institu- 
tion took over 27 branches of the former 
Anglo-Austrian Bank, Vienna, which were 
situated in the territory of the Czecho-Slovak 
Republic, and it has since established five 
additional branches. Until recently, the 
entire capital of the bank was held by the 
Anglo-Austrian Bank, London (now the 
Anglo-International Bank, Ltd.). In Decem- 
ber, 1927, a large block of shares was taken 
over by a Czecho-Slovak group consisting of 
the Czech Government and prominent repre- 
sentatives of the industrial and economic 
circles of the country. The bank devotes 
special attention to financing international 
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trade and to the furtherance of trade rela- 
tions between Czecho-Slovakia and the 
United Kingdom. 

Exchange. There is a strict supervision 
over all foreign exchange operations in 
Czecho-Slovakia, and every effort is made 


to maintain the level of exchange at a rate 
between $2:90 to $3:03 for 1co crowns. 

The par of exchange with London on the 
present basis of the currency is K. 24:02 to 
£1, and with New York K. 1 to $0-02¢6. 

(See Mint Par.) 


DNIVERSITY COLLEGE, 
NOTTINGHAM 


DAH] 


DAHOMEY. 
(See FRENCH WEST AFRICA.) 


DAIREN (DALNY), Money and Exchange of. 


Notwithstanding the attempts made by 
the Japanese authorities to introduce a uni- 
form gold standard into Dairen, a bi-metallic 
system of currency is still prevailing in the 
port. In official transactions, such as pay- 
ment of taxes, only the gold yen is accepted, 
while in commercial circles and in private 
dealings, both the silver and the gold 
standard are in use. The South Manchurian 
Railway Co. collects railway fares and other 
payments in gold yen. 

Of the Chinese currency circulating in 
Dairen, there are the 1o-cash copper coins, 
the silver subsidiary coins, and the Chinese 
dollar. No Chinese paper currency is circu- 
lating in the port, though before 1916 Bank 
of China notes were used to a limited extent 
as a medium of exchange. With the “ cho,” 
or the r1o-cent silver subsidiary coin, as the 
unit, Chinese merchants in Dairen always 
quote the prices of their commodities in that 
coin. A “cho,” although reputed to repre- 
sent ro dollar cents, is equivalent to only 
17 coppers (according to the exchange, more 
or less). The 20-cash copper, which is so 
common in North China, does not circulate 
in Dairen, nor does the Fengtien dollar note. 

As regards Japanese currency, there is the 
silver yen which, however, is quite rare, 
subsidiary coin in gold currency in denomina- 
tions of 50, 20, and ro sen, silver yen notes 
issued by the Yokohama Specie Bank, and 
gold yen notes issued by the Bank of Chosen 
and other Japanese banks. Japanese copper 
coins also circulate in the port. 

With a currency so varied in form and 
exchange value, a daily exchange rate 
between the different kinds of money has to 
be fixed by the Dairen money exchangers. 
There is the daily exchange rate between 
the silver dollar and the gold yen, the silver 
dollar and the silver subsidiary coin and the 
gold yen and the silver subsidiary coin. The 
relative value of these kinds of money, 
though fluctuating from time to time, may 
be seen from the following quotations which 
were recently current— 


1. $100 (silver) equivalent to 120°35 gold yen 


21:05 silver sub- 


” 


” ” 
sidiary coins 


D 
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This means that $100 was equivalent to 
$121.05 silver subsidiary currency or 1,210} 
1o-cent pieces. 


3. 100 gold yen was equivalent to $100°50 silver 
subsidiary coins 


(See MANCHURIA.) 


DAKAR. 
(See FRENCH WEST AFRICA.) 


DANZIG, FREE CITY OF, Money of. 


Up to 1923 the basis for the currency of 
Danzig was the German mark, but on 22nd 
October, 1923, the provisional bank of issue, 
the Danziger Zentralkasse, issued a gulden 
currency, though actually the introduction 
of the Danzig currency was not effected until 
December, 1924. On that date the Bank of 
Danzig came into being and, under the 
arrangements made, the pound sterling 
became current in the Free City, being 
equivalent to 25 gulden. One gulden is 
divided into 100 pfennige. 

During 1926 the Berlin mint struck for 
Danzig 1,750,000 bronze 2 pfennige pieces, 
and 1,500,000 bronze 1 pfennig pieces. 


DARSHNI HUNDI. 


This is an Indian native sight bill. (See 
Hunpi and SHROFF.) 


DENMARK, Money and Exchange of. 


Up to 1873 Denmark, like its neighbours 
Norway and Sweden, was practically a silver 
standard country, the Nationalbanken i 
Kjobenhavn, under its charter of 4th July, 
1818, and subsequent charters, being the 
bank of issue. One of the main objects of 
the bank (vide Art. 3 of its charter) was to 
do all in its power to improve and to main- 
tain the par value of the Rigsbank notes 
and Rigsbank certificates taken over from 
the Rigsbank, and then (1818) circulating. 
It had to take care of the collection and 
keeping of a fund of silver specie, in coins, 
ingots or banco, by means of which it could 
maintain the value of its circulating notes, 
and on which it could base notes and bills 
convertible into silver on demand. 

The term “‘ banco ”’ meant bills of exchange 
issued in mark banco, the Hamburg Bank’s 
currency, which the acceptor had bound 
himself to pay in Hamburg by instructing 
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the Hamburg Bank to pay the amount 
represented by the bills in silver. 

The Rigsbank itself had been established 
by Royal Ordinance on 5th January, 1813. 
But it was deemed advisable to separate 
completely the bank from Government 
administration and to place its management 
under a private firm. This was accomplished 
by the Royal Charter of 4th July, 1818, by 
which the Nationalbanken was founded. On 
4th August, 1818, the Nationalbanken took 
the place of the Rigsbank and from that 
time assumed all its assets and liabilities. 
It did not succeed until 1838 in bringing 
the notes in circulation to par with the value 
of silver; but by 1845 the silver standard 
was working satisfactorily and the notes 
were convertible into silver on demand. 

Matters moved along more or less satis- 
factorily until the year 1873, when negotia- 
tions were entered into with Sweden for a 
common monetary union. This was known 
as the Scandinavian Monetary Convention ; 
it was definitely adopted by Denmark and 
Sweden in 1873, and in 1875 was accepted by 
Norway. In 1875 a gold standard was 
adopted, and the three countries undertook 
to establish a common monetary unit, the 
krone, weighing 0-4480286 gramme of gold, 
900 fine (i.e. 0-403226 gramme pure gold). 
On the adoption of the gold standard the 
rules governing the bank’s operations were 
modified, and proper goid reserves provided 
for. The charter of 1818 expired in 1907, and 
under the Act of that year the old system 
was replaced by one providing for a gold 
reserve of at least 30 per cent of the whole 
active note circulation, subject to the provi- 
sion that 50 per cent of the active circulation 
was to be covered by the gold reserve in 
connection with debts due on demand from 
the “Sveriges Riksbank,’ the ‘ Norges 
Bank,’ and the ‘“‘ Deutsche Reichsbank.”’ 
On the outbreak of the Great War these 
reserve rules were suspended. Thereafter, 
the metal reserves were to form at least 
334 per cent of the circulation, of which 
34 per cent might consist of small coins. 
Consequently, the gold reserve really re- 
mained unchanged at 30 per cent, the only 
difference being that gold was not required 
to replace any decrease in the above- 
mentioned foreign balances. During the 
whole of the Great War, however, the 
Nationalbanken was able to maintain the 
prescribed gold reserve. 

The Scandinavian Monetary Convention 
was dissolved in 1924, and since then Den- 
mark, in common with Sweden and Norway, 
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has allowed to circulate within its boundaries 
only its own.subsidiary coins. 

Under Art. 32 of its charter of 1907, the 
bank was given authority to fix the price at 
which it would purchase and sell bullion 
coined or in ingots. But it was bound to buy 
at its head office from anyone who might 
desire it, pure gold ingots at a price of 
2,480 kroner per kilogram pure gold, with a 
deduction of } per cent for seigniorage. The 
bank was given authority to purchase the 
ingots according to its own weight and to 
demand to have them tested at the expense 
of the seller by an assay master authorized 
in Copenhagen. The bank was released from 
this obligation to purchase gold under the 
Act of 17th April, 1916. 

On 2nd August, 1914, the National Bank 
was relieved from the obligation to redeem 
its notes in gold. This moratorium was 
extended several times by subsequent legisla- 
tion, but expired finally on 1st January, 1927, 
when the Government in agreement with the 
bank produced a Bill for the restoration of 
the gold standard as from that date. Asa 
matter of fact, favourable circumstances 
enabled the National Bank to achieve more 
rapidly than was expected the object of the 
law of 20th December, 1924, by which the 
Central Bank undertook to effect stabiliza- 
tion, and gradually to improve the exchange 
value of the krone by means of a restriction 
of credit and the use of foreign currency 
reserves (£3,000,000 and U.S. $40,000,000). 
Owing to the declining adverse trade balance 
and favourable movements in the foreign 
exchanges, the National Bank found it 
unnecessary to have recourse to the credits, 
represented by these reserves, though their 
existence undoubtedly exercised a favourable 
influence on the exchange situation. 

Considerable discussion took place as to 
the form the return to the gold standard 
should take, and after some hesitation and, 
it was stated, consultation with the Bank 
of England, it was decided to adopt a 
standard similar to that followed by the 
United Kingdom, namely, the gold bullion 
standard. 

The National Bank, according to the Bill, 
was obliged, for three years as from Ist 
January, 1927, ‘‘ again to redeem notes by 
gold (according to the decision of the 
Minister for Trade until 1929), when notes 
are presented in amounts of Kr. 28,000 or 
multiples thereof; the redemption being 
effected, at the bank’s option, in Danish coin, 
gold bars, or other form of gold, valued at 
Kr. 2,480 per kilo fine gold.” It is to be 
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presumed, however, that as the country has 
adopted the gold bullion standard, gold 
coins would not be paid out other than for 
export. 

The gold reserve of the National Bank is 
considered to be more than is necessary for 
the maintenance of the value of the gold 
krone. The reserve before the war was 
Kr. 74,000,000, and in February, 1927, about 
Kr. 220,000,000 with a note circulation of 
about Kr. 313,000,000. This represents a 
gold cover of over 70 per cent as compared 
with 334 per cent required by the present 
note-issue charter. 

From 1st January, 1927, the old charter 
of the National Bank again became operative, 
and the legal minimum cover for the bank’s 
notes, therefore, reverts to the former level 
of 50 per cent. The legal cover must consist 
of gold in coin and bullion (not less than 
three-fifths thereof) and of deposits with the 
Swedish, Norwegian, and German national 
banks. The present charter expires on 31st 
July, 1938. 

There is no change in the monetary unit, 
which remains the krone of 100 ore. 


The gold coins are— 


20 kroner piece weighing 8-9606 grammes, -goo fine 
‘0645 grammes pure gold 


weighing 4:4803 grammes, -goo fine 
= 4°0322 grammes pure gold 
1 krone weighing 7-5 grammes, -800 fine 
2kroner ,, 15 
The following silver pieces are also in circulation— 
50 and 25 ore, ‘600 fine weighing respectively 

4°8400 grammes, 2'4200 grammes 
-400 fine weighing 1:4500 grammes 


10 ” ” 


Silver : 


” ” 


10 ore 


2 kroner 
1 krone 


” 


Aluminium bronze: 


Nickel: 25 ore 


10 5 


Copper: 5, 2, and 1 ore 


Silver is legal tender up to 20 kroner. 

Exchange on London is quoted in kroner 
and ore to £1. 

Exchange New York on Denmark is 
quoted in dollars and cents per 100 kroner. 

Exchange on Denmark on New York is 
quoted in kroner to $1. 


(For money and exchange of Iceland see 
ICELAND.) 


AUTHORITIES. Scandinavian Banking Laws. 
(Columbia University Press.) Reports of British Trade 
Commissioners. (Department of Overseas Trade.) 


DENMARK, Par of Exchange with England. 
(See MINT Par.) 
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DIRECT ARBITRAGE. 
(See ARBITRAGE.) 


DISCOUNT ; DISCOUNTING. 


To discount a bill is to buy it, or to 
become the transferee of it by having the 
bill endorsed or transferred by delivery by 
the holder for a price settled by agreement 
or by the current rate of discount. A dis- 
counter is the person who buys the bill; 
while the one who gets it discounted, that is, 
sells the bill, is the transferrer. 

The principal buyers of bills under discount 
are the joint stock banks; the principal 
sellers, the foreign and colonial banks ; then 
there are the great discount and accepting 
houses, who carry on a regular business in dis- 
count operations ; they buy, sell, and accept 
bills of exchange. The discount market itself 
has been described as a “‘ corollary ”’ to the 
accepting houses ; it certainly is an import- 
ant adjunct to the foreign exchange market. 
It is the business of the discount market to 
buy and to sell bills of exchange. The dis- 
count market employs not only its own 
capital and funds, but also borrows widely 
from the banks on the security of bills of 
exchange. The foreign exchange banks find 
the discount market very useful, for dis- 
counting bills received from abroad, or, 
when exchange business is not very brisk, 
they employ the discount people to buy for 
them bills as temporary investments for 
surplus funds. 

The operations of the banks and the dis- 
count market ensure a free market for bills 
of exchange in London, and the fact that 
there is no difficulty in converting sterling 
bills into cash in London when required, is 
an important factor in their world-wide 
negotiability. There is constantly a flow of 
funds from foreign centres for investment in 
London bills, and these constitute import- 
ant international exchange operations. (See 
BaNnK RATE ; MARKET RATE; BANK PAPER; 
and FINE TRADE PAPER.) 


DISCOUNT MARKET. 


(See Discount, DISCOUNTING ; 
Paper; and FINE TRADE PAPER.) 


DISCOUNT RATES. 


(See BANK Rate; Market Rate; FINE 
TRADE PAPER; CLEAN Bitis; FOREIGN 
DomiciLE Bitts; ForREIGN AGENCY BILLs ; 
DocuMENTS ON PayMENT Britis; Docvu- 
MENTS ON ACCEPTANCE BiLts; TREASURY 
Brits; and Discount, DISCOUNTING.) 


BANK 
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DOCUMENTARY CREDIT. 

Strictly speaking, all credits which provide 
for the drawing of bills of exchange with 
documents attached are documentary credits, 
but the term is more particularly applied to 
what are in effect ‘‘ unconfirmed credits,” 
opened by the banks at the request of an 
importer, and authorizing the exporter to 
draw bills with documents attached upon 
the importer, the latter agreeing to honour 
the bills so drawn, that is, accept when 
presented, and at maturity pay the bills. 

The difference between the documentary 
credit and the unconfirmed bankers’ credit 
will be plain; for in the case of the docu- 
mentary credit it is a mercantile firm or other 
importer that accepts the bills; not the bank. 
There is no undertaking on the part of the 
bank to stand in the position of drawee, 
and no undertaking is given by the bank 
that it will give its acceptance to the bills 
drawn. All it affects to do is to authorize 
its branches, or intermediary banks abroad, 
to negotiate or purchase the exporter’s bills 
with documents attached drawn on the 
importer named in the documentary credit. 

Documentary credits are opened both by 
the home banks and by foreign and colonial 
banks. Sometimes the credits are advised 
out by the foreign and colonial banks to the 
foreign branches at the request of London 
banks or finance houses; in other cases the 
foreign and colonial banks advise them out 
at the request of the importers. In each case 
the bankers either telegraph out to the bank 
in the foreign centre that the credit is 
opened, or else the advice is sent out by mail. 
On receipt of this intimation the bank abroad 
communicates the details of the credits to 
the foreign exporter, who can then proceed 
to prepare his shipment, draw the bill of 
exchange, attach the shipping documents to 
it, and then, if everything be in order, the 
banker abroad will negotiate the bill. 

Most of the banks opening such credits 
state clearly on the form of advice to the 
exporter its limitations, in some such clause 
as the following: ‘‘ Please note that this is 
not to be considered as a bank credit, and 
our advancing on or purchasing the bills does 
not absolve you from the ordinary liabilities 
attaching to the drawer of a bill of exchange.”’ 
Or, “ This credit is merely a guidance for 
you in preparing your documents for negotia- 
tion and is not to be considered as a bank 
credit.”’ Frequently, too, there is a clause 
in which the bank states that it reserves the 
right of cancellation upon giving notice to 
the beneficiary. 
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In the case of these documentary credits, 
or ‘‘ authority to purchase ’’ as some bankers 
term them, the banker at the foreign centre 
is not obliged to purchase or advance against 
the exporter’s bills—in fact, the advice to 
the banker abroad usually states “‘ you may 
buy the bills of so and so,” not ‘‘ you must 
buy the bills.” Therefore, if the banker 
abroad is not satisfied with the standing of 
the exporter, or with the type of mer- 
chandise shipped, he will frequently refrain 
from purchasing bills or even of advising the 
credit. The exporters themselves, too, will 
not always tie themselves to one negotiating 
bank ; the banker advising the credit rightly 
expects to get the first offer of the bills, but 
if better rates of exchange are offered the 
exporters will often seek to get other banks 
to negotiate the bills under the credits, 
though, as we have shown under “ uncon- 
firmed credits,’’ the question of revocation 
of credits opens up interesting legal points as 
to how far third parties are protected in 
such cases. 

The banks opening these credits safe- 
guard themselves to an extent by cover- 
ing guarantees executed by the importer in 
the home centre. Over and above this, in 
the documentary credit business most foreign 
and colonial banks insist upon the signature 
of a letter of hypothecation. This puts the 
documents of title, and the goods represented 
thereby, under lien to the bank as security 
for the payment of the bills of exchange. 
In case of default by the importer the bank 
is empowered to realize the goods, and to 
call upon the exporter to make good the 
deficiency, if any. In some cases the letter 
of hypothecation is insisted upon for each 
bill negotiated; in others, what is called 
a “blanket” letter of hypothecation is 
obtained, that is to say, the exporter in this 
document gives a lien over the whole of the 
shipments for which bills of exchange are 
drawn during a given period and up to a 
stated sum. (See UNCONFIRMED BANKERS’ 
CREDIT; and CABLE CREDIT.) 


DOCUMENTS ON ACCEPTANCE BILLS. 


A documents on acceptance bill is one 
with documents of title to goods attached 
to it; as soon as the drawee completes the 
bill by his acceptance, the documents of title 
are detached from the bill and handed over 
to him. The bill then becomes a “ clean ” 
bill for discount purposes. Documents on 
acceptance bills are drawn on the better-class 
drawees. (See DocUMENTS ON PAYMENT 
BILts and CLEAN BILtLs.) 


DOC) 


DOCUMENTS ON PAYMENT BILLS. 


These are bills of exchange bearing the 
clause ‘‘ documents on payment.”’ The clause 
may be written on the bill itself or, as some- 
times happens, it may be written on a slip 
attached to the bill. The effect of such a 
clause is that the person upon whom the 
bill is drawn, notwithstanding the fact that 
he has accepted it in the usual way, cannot 
obtain the documents of title to the goods 
or securities represented by the bill until he 
pays it. As the documents are in attendance 
on the bill, D/P bills are not discountable on 
the London discount market, and bankers 
who have them are either obliged to retain 
the bills until maturity, or until the acceptor 
retires the bills, that is pays them. When 
an acceptor of a documents on payment bill 
retires it before maturity, he receives rebate 
(or discount) at 4 per cent above that 
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allowed by the joint stock banks for short 
deposits, for the period calculated from date 
of retirement to date of maturity of the bill. 
(See DocuMENTs ON ACCEPTANCE BILLs and 
CLEAN BILts.) 


DOMINICAN REPUBLIC, Money of. 


The United States gold dollar is the 
monetary unit, and American currency 
circulates. A small amount of debased local 
coinage of silver is in circulation, its exchange 
value with American money being 5 to 1, 
i.e. 1 Dominican peso is equal to 20 U.S.A. 
cents. 


DRAW. 


On the assumption that London is the 
centre from which the foreign exchange 
dealer is operating, to dvaw means to draw 
bills upon a foreign centre and sell them in 
London. (See ARBITRAGE.) 


ECU] 


ECUADOR, Money and Exchange of. 


On 3rd November, 1898, Ecuador adopted 
the gold standard, with the sucre (or peso) 
‘900 fine as the monetary unit, but the 
standard was not really properly established 
until 4th June, 1900, when a law was passed 
providing for a new coinage, the principal 
gold piece being the gold condor equal to 
Io sucres, Its weight was laid down as 
8-136 grammes, -900 fine = 7°3224 grammes 
pure gold; ro sucres or 1 condor = £1, or 
U.S.A. $4:8665. Subsequently, the law of 
1908 made provision for two new gold 
coins, the 2 and 5 sucre pieces. The coins 
were— 


Gold: 10 sucres=1 condor, 8-1360 grm., -goo fine 
5 ” ” 4:0680 ” ” 
2 ” ” 1°6272 ” ” 


Silver: 1 sucre weighing 25 grm, ‘goo fine 
(medio sucre) 124 a oF 
(cuarto de sucre), 


” 
Peseta = 20 centavos 
5 grammes, -goo fine 


Real = 10 centavos (decimo de_ sucre), 
2‘5 grammes, -goo fine 
Medio real= 5 centavos (vigesimo de 


sucre), I-25 grammes, -goo fine 


Nickel: 5 centavos 


2 ” 
I centavo 

There are also copper coins of 2 centavos, 
I centavo, and $ centavo. 

Ecuador returned to the gold standard by 
the law of 4th March, 1927. The currency 
has been stabilized at 5 sucres to the $r. 
The sucre remains the monetary unit, but its 
fine weight has been reduced to 30093 
grammes. The gold coins are now the one 
and two condor pieces, equal to 25 and 50 
sucres respectively. The gold condor is 
‘900 fine, and weighs 8-35925 grammes 
(= 7:523325 grammes pure). 

The silver coins are— 

2 sucres weighing 10 grammes, -720 fine = 7:2 

grammes pure 

I sucre weighing 5 grammes, 

grammes pure 

4 sucre (50 centavos) weighing 24 grammes, +720 

fine = 1-8 grammes pure 


‘720 fine = 3:6 


ECUADOR, Pars of Exchange. 


The par of exchange with London is 
24'3325 sucres to £1, and with New York 
5:00 sucres to $1. These parities were estab- 
lished by the law of 4th March, 1927. 


E 
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EGYPT, Money and Exchange of. 

By decree of 18th October, 1916 (20 Zi-l- 
Higga, 1334), the monetary unit of Egypt is 
the gold Egyptian pound of 1oo piastres. 
It weighs 8-5 grammes, -875 fine, and there- 
fore contains 7°4375 grammes of fine gold. 
Its value in sterling is £1 os. 64d. A new 
coinage was introduced at the same time. 
It replaces the monogram of the Sultan of 
Turkey by that of the Sultan of Egypt. 

The tro-piastre silver piece weighs 14 
grammes, -8334 fine, and therefore contains 
11-67 grammes of fine silver. The piastre is 
worth 2-46d. in English money. It is sub- 
divided into tenths (ushr el girsh or 
milliémes). 

The gold coins are the Egyptian pound 
piastres) and half-pound 

Silver: 20, 10, 5, and 2 piastre pieces 

Nickel: 1 piastre = ro milliémes 


2) 
2 
I 


(100 


” ” 
E 
3 ” ” 
10 


and 3), piastre-piece ( 


” 


= 4 milliéme) in bronze 


Silver coin is legal tender only up to 200 
piastres = {E.2, and nickel or bronze coins 
up to Io piastres. For some years gold coins 
have not been issued, and the gold circulating 
in Egypt and the Sudan is almost exclusively 
English sovereigns, which are legal tender at 
the rate of 974 piastres. The gold pieces of 
the Latin Monetary Union, equivalent to the 
French 20-franc piece, are permitted to circu- 
late at a uniform rate of {F.0.7715. Little 
gold, however, is now seen, its place having 
been taken by paper money. 

Bank-notes are issued by the National 
Bank of Egypt in denominations of £E.100, 
50, 10, 5, and 1, and 50 and 25 piastres. 
They are in principle not legal tender, but 
since the war they have been made legal 
tender and inconvertible. The notes are 
payable at sight to bearer. In 1918 the 
Government issued currency notes of Io 
piastres and 5 piastres, but these have now 
been withdrawn. 

The British sovereign is legal tender at 
97% piastres to £1. This rate is rather less 
than its gold par equivalent in Egyptian 
currency, but as Egyptian gold coins are 
practically withdrawn from circulation, the 
sovereign at 974 piastres to {1 is really the 
basis of the Egyptian currency system. 


EGY] 


The gold par equivalents of monetary 
units of various countries, based on the 
parity of the English sovereign at 97} 
piastres, are as follows— ; 


Foreign fE.1 
Country ie ou in Foreign 
gyptian c 

Milliémes unre cy. 
Great Britain {1 Milliémes 97 £1 os. 61d. 
France 1 franc » 38-6 Francs 25°87 
Switzerland 1 ,, + 38°66 - 25°87 
Italy 1 lira ne 38-66 | Lire 25°87 
Greece 1 drachma . 38-66 | Drachmae 25°87 
Holland t florin 80°53 | Florins 12-41 
Denmark 
Norway 1 krone ma 53°7 Kroner 1862 
Sweden 
United States 1 dollar +” 200°34 | Dollars 4°99 
Canada I : , ” ” * 
Japan I yen n 99°86 | Yen I0'O1 


Exchange between London and Alexandria 
is quoted in piastres to 1. 

The par of exchange with London is 973 
piastres to £1. 


EGYPT, Par of Exchange with England. 
(See Mint Par.) 


ENGLAND, Debt to U.S.A. 


At the end of the Great War the United 
States Treasury held over 4,000,000,000 
dollars’ worth of British certificates of 
indebtedness. They were payable on demand 
in dollars with interest at 5 per cent accruing. 
They were endorsed with the following pro- 
vision: ‘‘ This certificate will be converted 
by the Government of the United Kingdom 
of Great Britain and Ireland if required by 
the Secretary of the United States of 
America at par with adjustment of accrued 
interest to an equal par amount of 5 per cent 
convertible gold bonds of the Government 
of the United Kingdom.”’ On 9th February, 
1922, the American Congress passed an Act 
which set up a World War Foreign Debts 
Commission, to deal with questions of fund- 
ing and the various demand obligations the 
United States had from the various foreign 
governments. Upon that commission were 
imposed by statute of Congress two limits. 
One was that the interest of these long-term 
obligations should not be at less than 44 per 
cent, and the second was that the period 
of maturity should not exceed 25 years. 
Mr. Stanley Baldwin went to America to see 
whether the Debt Commission could be per- 
suaded to recommend to Congress more 
favourable terms, and whether on that 
recommendation Congress would pass the 
amending legislation to give statutory effect 
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to the recommendation of the Debt Com- 
mission. After discussing many kinds of 
Tepayment and going into details as to 
methods of repayment, a provisional agree- 
ment was arrived at, which was subsequently 
agreed to by the British Government, that 
the loan should be for 62 years, that the 
rate of interest should be 3 per cent from 
1923 to the end of 1932, and 34 per cent 
after that date for the rest of the term, and 
that in addition there should be 4 per cent 
for amortization. 

There were two important points con- 
ceded after much discussion: that within 
the first five years, if it should be to Great 
Britain’s advantage, she might postpone a 
half-year’s payment of interest in any year 
by funding the amount, instead of paying 
it, and adding it to principal, and that during 
the term of the loan Great Britain should be 
able to buy United States Government bonds 
issued since 6th April, 1917, such bonds to be 
taken at par and accrued interest. (When 
these bonds have been at a discount, Great 
Britain has taken advantage of it to purchase 
them for payment.) 

These terms went to Congress, and were 
confirmed by that body, on 28th February, 
1923. 

The capital amount of the British debt 
to the United States Government on the 
17th November, 1926 was $4,530,000,000 
(or approximately £932,000,000). The total 
amount of the payments for interest and 
redemption which have still to be made 
(17th November, 1926) in the remainder of 
the 62 years’ period under the Debt Funding 
Agreement is £2,170,000,000. 

In addition to the debt due to the United 
States Government there were outstanding 
on 17th November, 1926, loans raised in the 
American market amounting to approxi- 
mately $174,000,000, mostly carrying 54 per 
cent interest. (See AMERICA, UNITED STATES 
or, DEeBTs DUE TO.) 


ENGLAND, Gold Standard, Restoration of. 


On the 28th April, 1925, the United 
Kingdom returned to the gold standard, 
which had been temporarily suspended 
during the war period. Under the Gold and 
Silver Control Act of 1920, which expired on 
31st December, 1925, the export of gold coin 
and bullion except under licence was pro- 
hibited. The Chancellor of the Exchequer 
in his Budget speech on 28th April, 1925, 
announced the Government’s decision that 
there would be no prolongation or renewal 
of the Act. He further stated that although 
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the Act was nominally in force until the end 
of the year 1925, a general licence had been 
given to the Bank of England for the export 
of gold coin and bullion as from 28th April, 
1925. A Bill would be introduced “ putting 
the Bank of England under the obligation to 
sell gold bullion in amounts of not less than 
400 fine ounces in exchange for legal tender 
at the fixed price of 77s. 104d. per standard 
ounce.” 

The Gold Standard Bill was introduced 
on 29th April, 1925, read for a third time 
on 5th May, 1925, in the House of Commons 
and passed without a division. The Gold 
Standard Act, 1925, was placed on the 
Statute Book on 13th May, 1925. The 
following is the text— 


GOLD STANDARD ACT, 1925 
{15 & 16 Geo. V.] 
CHAPTER 29 


An Act to facilitate the return to a gold standard 

and for purposes connected therewith. 
{13th May, 1925.] 

Be it enacted by the King’s most Excellent Majesty, 
by and with the advice and consent of the Lords 
Spiritual and Temporal, and Commons, in this 
present Parliament assembled, and by the authority 
of the same, as follows— 


Issue of Gold Coin Suspended and Right to Purchase 
Gold Bullion. 


1,—(1) Unless and until His Majesty by Proclama- 
tion otherwise directs— 

(a) The Bank of England, notwithstanding any- 
thing in any Act, shail not be bound to pay any 
note of the Bank (in this Act referred to as “‘ a bank 
note ’’) in legal coin within the meaning of section 
six of the Bank of England Act, 1833, and bank- 
notes shall not cease to be legal tender by reason 
that the Bank do not continue to pay bank-notes in 
such legal coin : 

(b) Subsection (3) of section one of the Currency 
and Bank Notes Act, 1914 (which provides that the 
holder of a currency note shall be entitled to obtain 
payment for the note at its face value in gold coin) 
shall cease to have effect : 

(c) Section eight of the Coinage Act, 1870 (which 
entitles any person bringing gold bullion to the 
Mint to have it assayed, coined and delivered to 
him) shall, except as respects gold bullion brought 
Ee the Mint by the Bank of England, cease to have 
effect : 


(2) So long as the preceding subsection remains in 
force, the Bank of England shall be bound to sell to 
any person who makes a demand in that behalf at the 
head office of the Bank during the office hours of the 
Bank, and pays the purchase price in any legal tender, 
gold bullion at the price of three pounds, seventeen 
shillings and tenpence halfpenny per ounce troy of 
gold of the standard of fineness prescribed for gold 
coin by the Coinage Act, 1870, but only in the form of 
bars containing approximately four hundred ounces 
troy of fine gold. 


Power for Treasury to Borrow for Exchange 
Operations. 
2.—(1) Any money required for the purpose of 
exchange operations in connection with the return 
to a gold standard may be raised within two years 
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after the passing of this Act in such manner as the 
Treasury think fit, and for that purpose they may 
create and issue, either within or without the United 
Kingdom and either in British or in any other cur- 
rency, such securities bearing such rate of interest and 
subject to such conditions as to repayment, redemp- 
tion or otherwise as they think fit, and may guarantee 
in such manner and on such terms and conditions as 
they think proper the payment of interest and 
principal of any loan which may be raised for such 
purpose as aforesaid : 

Provided that any securities created or issued under 
this section shall be redeemed within two years of the 
date of their issue, and no guarantee shall be given 
under this section so as to be in force after two years 
from the date upon which it is given. 

(2) The principal and interest of any money raised 
under this Act, and any sums payable by the Treasury 
in fulfilling any guarantee given under this Act, 
together with any expenses incurred by the Treasury 
in connection with, or with a view to the exercise of 
their powers under this section shall be charged on 
the Consolidated Fund of the United Kingdom or the 
growing produce thereof. 

(3) Where by any Appropriation Act passed after 
the commencement of this Act, power is conferred on 
the Treasury to borrow money up to a specified 
amount, any sums which may at the time of the 
passing of that Act have been borrowed or guaranteed 
by the Treasury in pursuance of this section and are 
then outstanding shall be treated as having been 
raised in exercise of the power conferred by the said 
Appropriation Act and the amount which may be 
borrowed under that Act shall be reduced accordingly. 

(3) This Act may be cited as the Gold Standard 
Act, 1925. 


ERITREA (Italian East Africa), Money of. 


The principal currency of Eritrea consists 
of Italian silver coins and Maria Theresa 
dollars. This coin, also known as _ the 
“Levant ’”’ dollar, has been, since the days 
of the Empress Maria Theresa, a very 
popular form of currency on the Eastern 
shores of the Mediterranean and in North- 
East Africa. The dollars are coined by the 
Vienna mint. 

The Maria Theresa dollar contains approxi- 
mately 28 grammes of silver, -832 fine. 

In 1918 Italy determined to introduce a 
new coin for circulation in Eritrea, and the 
Italian mint struck the Tallero d'Italia, 
which contains 28-0668 grammes of silver, 
-goofine. Itshould, therefore, gradually oust 
the other silver money circulating in Eritrea. 


ESTONIA, Money and Exchange of. 


The Estonian kroon was established by 
the Estonian Parliament in June, 1924, as 
the unit of an Estonian gold currency—one 
Estonian gold kroon having to contain 
0*406226 gramme of pure gold—but no actual 
gold kroons were put into circulation, the 
kroon merely serving as a stable unit in 
which agreements might be legally concluded 
and obligations undertaken. 

When this new unit was established the 
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tate of exchange of the Estonian mark was 
I gold kroon = 1oo Estonian marks, and 
this rate has since been maintained by the 
Eesti Pank (Bank of Estonia). The Estonian 
mark in circulation is covered at present by 
about 30 per cent in gold and foreign 
currency. é 

A new monetary law was passed in 1927, 
which puts the currency of the country on a 
definite basis. 

The text of the Monetary Law of Estonia 
is as follows— 


1. The monetary unit or Estonia shall be the 
“kron” (krone), equivalent in value to 100/248 
grammes of pure gold (0-403226 gramme fine gold). 
The krone is divided into too cents. The mark 
circulating at present shall be equivalent to one cent 
of the value created by this Law. 

2. The notes of the Eesti Pank shall be legal tender 
for any payment. 

3. To keep the value of the krone on the level fixed 
in paragraph 1, the Eesti Pank will be under obliga- 
tion to exchange its notes against foreign currency 
according to provisions of Article 3 of the Eesti Pank 
Statutes Law. 

4. The Treasury is authorized to mint and put into 
circulation subsidiary coins in the manner and to the 
extent prescribed in this Law. 

The subsidiary coins shall be minted from silver, 
copper, nickel, or other metals or their alloys in 
denominations of 2 krones, 1 krone, and 50, 25, 10, 5, 
3, and 1 cent. 

5. The composition, weights, measurements and 
designs of all subsidiary coins will be fixed by the 
Government on the proposition of the Minister of 
Finance, and published in the State Advertiser. The 
2 and 1 krone coins shall be minted of silver of a 
fineness of at least five hundred-thousandths. 

6. Until the 2 krone, 1 krone, 50 cent and 25 cent 
coins are issued, the Treasury may issue token paper 
money of the same denominations, provided that the 
total nominal value of all subsidiary coins and of the 
paper money referred to in this paragraph together, 
shall not exceed the totals prescribed in, and shall be 
subject to the provisions of paragraph 7. 

This paper money shall be withdrawn from circula- 
tion as soon as coins of corresponding denominations 
have been issued in the necessary quantities. 

7. The nominal value of the subsidiary coins of the 
2 and 1 krone denominations issued from the Treasury 
shall not exceed 6 krones per head of the population 
as ascertained by the last census, and that of the 
subsidiary coins of the cent denominations shall not 
exceed 3 krones per head of the population. 

The Treasury will issue subsidiary coins (paragraph 
4) and equivalent token paper money (paragraph 6) 
only on the demand of the Eesti Pank, and only 
through the Bank, and the Bank has the right to 
return these coins and equivalent token paper money 
to the Treasury for any sum. 

8. For the 2 and 1 krone silver coins the remedy in 
fineness shall not exceed ten per mille of pure silver, 
while in weight the remedy shall not exceed seven 
per mille. 

For coins of smaller denominations the authorized 
remedies will be fixed by the Government on the 
proposition of the Minister of Finance. 

g. Subsidiary coins (paragraph 4) will not be 
accepted by the Eesti Pank and its branches if the 
designs are undecipherable and the year of minting 
indistinguishable. For public circulation such coins 
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lose their status as money as soon as the numbers 
indicating the value become illegible. The con- 
ditions of acceptability for token paper money 
(paragraph 6) shall be prescribed by the Minister of 
Finance. 

10. When coins or token paper money of any 
denominations have to be withdrawn from circulation 
and cancelled by order of the Minister of Finance, the 
public shall be given at least one year in which to 
exchange them. During this period the exchange will 
be effected at all the offices of the Eesti Pank, while, 
for a further period of one year, the head office of the 
Eesti Pank will receive and exchange such coins and 
token paper money. Thereafter they lose their value 
as money entirely and cannot be accepted in payment 
or for exchange. 

11. Coins which have been mutilated by filing, 
clipping, or rubbing, or which have been improperly 
reduced in weight by chemical means, or otherwise, 
lose their status as legal tender for payment or 
exchange. For such coins the Eesti Pank will pay 
full nominal value as long as they have not lost more 
than 5 per cent in weight and it is not proved that 
the person presenting them has himself mutilated 
them maliciously. 

12. The 1 and 2 krone coins and equivalent token 
paper money are legal tender for sums not exceeding 
50 krones, while, in the case of the 50 and 25 cent 
coins and equivalent token paper money, the legal 
tender limit is 10 krones, and in that of coins of 
smaller denominations it is 2 krones. 

The above-mentioned legal-tender limits are not 
applicable to coins and equivalent token paper money 
tendered to the Eesti Pank and its branches, which 
are obliged to accept every kind of money for any 
sum, subject to the conditions laid down in para- 
graphs g and 11. 

13. Coins which have lost their status of legal 
tender for the purposes of the general public (para- 
graphs g and 11) shall not be reissued by the Eesti 
Pank. The Treasury is obliged to exchange them for 
new coins on the demand of the Bank. 

14. After this Law has come into force, the present 
subdivision of the mark into penni shall cease. 
Obligations of less than 1 mark are to be reckoned 
as 1 cent, while in the case of obligations exceeding 
I mark, sums under 50 penni are cancelled and sums 
over 50 penni are reckoned as 1 cent, except as pro- 
vided for in Article 3, paragraph 2, of the Law to 
Terminate the Issue of Treasury and ‘“ Change” 
Notes, of 1927. ‘ 

15. Mortgages registered in the Land Register 
Records in marks, or in gold krones, are payable in 
krones introduced by this Law (paragraph 1), the 
equivalent of 1 krone being thus r gold krone and 
100 marks, 

16. This Law will come into force on the date as 
the Eesti Pank Statutes, passed by the Parliament in 
1927, come into force. 


On inquiry the writer is informed by the 
Estonian authorities that this new monetary 
law came actually into force on 1st January, 
1928. All financial transactions henceforth 
will be effected in kroons. 

No gold coins will be put into circulation. 
The present Estonian mark, equalling 1 cent 
in the new currency, will be in use, pending 
the actual putting into circulation of kroon 
notes and coin, which will be done in the 


course of 1928. ; ; 
No gold coins will be minted, but silver 
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coins of 2 and 1 kroon, and nickel alloy | EXCHANGE, to go Long on. 


subsidiary coins are in course of prepara- (See Lona on EXCHANGE.) 
tion. 
ne EXCHANGE, to go Short on. 
EXCHANGE, Influence of Arbitrage (See SHoRT ON EXCHANGE.) 
Operations on. EXTENDED CREDITS. 
(See ARBITRAGE.) (See REVOLVING CREDIT.) 
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FALKLAND ISLANDS, Money of. 


The currency is the same as that of the 
United Kingdom, but there is also a local 
currency note issue, the denominations of 
the notes being £5, £1, Ios., and 5s. 


FIJI, Money and Exchange of. 


The money is the same as that of the 
United Kingdom, though the coins in circula- 
tion are mostly those of the pre-war fine- 
ness. There is a local government note 
issue. 

The Bank of New Zealand and the Bank 
of New South Wales have branches in Fiji, 
and buy or sell exchange on the islands at a 
premium or discount on £100. 


FINANCE BILLS. 


A finance bill is a long bill, drawn usually 
for a period of three months, by bankers and 
accepting houses in one country upon 
bankers and accepting houses in other 
countries. 

There is some difference of opinion among 
exchange experts as to what constitutes a 
“finance bill.’’ The tendency is to confuse 
loan bills drawn to assist merchants and 
others with bills drawn between banker and 
banker, or accepting house and accepting 
house. To take the first class: John Brown, 
a merchant, is anxious to raise capital for 
temporary employment; he arranges with 
his banker to open a credit against the 
deposit of collateral security. When the 
facility is made available, Brown draws his 
bills upon the banker—it may be three months 
date bills—the banker accepts them, and 
Brown promptly gets them discounted on the 
market at prime rates. The credit empowers 
Brown to draw bills up to a definite limit 
within a prescribed period of time. At or 
before maturity of the bills Brown must put 
the banker in funds, so that he has the 
wherewithal to meet the bills upon which, as 
the banker’s name appears as acceptor, the 
banker is liable. A commission is paid for 
this financial accommodation, and the bills 
are ‘‘ loan ”’ bills pure and simple. 

The finance bill is different. As Franklin 
Escher writes in his Foreign Exchange 


F 
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Explained, the finance bill represents noth- 
ing more than the drawing of long bills by 
one banker upon another for the purpose of 
raising money to be used by either banker or 
by both. Cross, again, in his Domestic and 
Foreign Exchange, holds that in the case of 
the loan bill, “‘ the initiative is taken by the 
American bank that wishes to place its funds 
or credit in the American market. In the 
case of finance bills, the initiative is taken 
by the American bank that is desirous of 
borrowing funds for its own personal use, 
or on joint account for the profit of itself 
and the foreign accepting bank. With loan 
bills, the American bank receives only its 
commission as an intermediary ; with finance 
bills it gets all the gain minus the small 
acceptance commission charged by the foreign 
bank, unless the deal is carried on joint 
account, in which case the two banks divide 
the profits between themselves. With finance 
bills the risk of exchange is borne by the 
New York borrowing bank, or, if the deal is 
on joint account, the risk is borne by both 
banks ; but with sterling or dollar loan bills 
the New York bank assumes none of the risk 
of exchange. With loan bills the borrower 
is a third party ; with finance bills the New 
York bank is the borrower.”’ 

Correctly speaking, therefore, the term 
“finance ”’ bill should be restricted to those 
long bills drawn by banks and accepting 
houses of one country on those of another ; 
bills, that is to say, which are ‘“ manu- 
factured ’’ for the express purpose of raising 
money at an opportune moment. Before 
finance bills are drawn it is, of course, 
necessary that arrangement be made with 
the accepting bank as to the amount of the 
bills to be drawn, term, and extent of the 
accommodation. The finance bill is some- 
times drawn against a standing balance with 
a foreign correspondent, but more often than 
not, the banker abroad is allowed to draw 
bills on the understanding that he shall put 
the accepting bank in the other country in 
funds at an agreed time before maturity of 
the bill or bills. 

Finance bills, bearing the names of first- 
class banks or acceptance houses, are readily 
saleable at the best rates and immediately 
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they are offered the drawer receives funds to 
indulge in what operation he likes. Suppose 
the bill is drawn from the U.S.A. on London, 
when it arrives it is accepted, and then sold 
under discount on the open market, upon 
which it will circulate until date of maturity, 
or, what is more likely, will find its resting 
place in the portfolio of the bank that has 
purchased the accepted bill under discount, 
which bank, again, will present it for 
payment at due date. 

Neither the drawer nor the acceptor has, it 
will be observed, put down a single penny 
in the meantime. Who, then, finds the 
money for this accommodation ? The answer 
is, the London discount market in which the 
bill was discounted. 

But when the due date of maturity 
arrives, the drawer, as we have said, must see 
that funds are in the hands of the accepting 
bank, and it is customary to remit the 
amount of such bills so that the money shall 
be in the hands of the London acceptor at 
least one clear day before presentation of 
the finance bill for payment. 

A sight draft is generally purchased on 
the foreign market and sent forward for this 
purpose, and the effect of this sight draft on 
the exchange between the two countries is 
the reverse to that occasioned by the drawing 
of the finance bill. The drawing of finance 
bills tends to depress exchange, that of the 
sight bills influences exchange in the reverse 
direction. It is not that the first drawing of 
these finance bills, or even the remittance 
of sight drafts, has a marked influence on 
exchange immediately, but the constant 
drawings the one way or the other, the 
renewals that seem inseparable from such 
accommodation, all pull their weight in ex- 
change fluctuations. An example of renewal 
will be useful at this stage. 

We may presume that A B Bank, in New 
York, has drawn a 90 days’ sight bill on the 
Blank accepting bank in London; towards 
the end of the period in question the AB 
Bank perceives that it will be inconvenient 
to find the wherewithal to purchase the 
remittance, which must shortly be sent for- 
ward to London to meet Blank’s acceptance, 
so what it does is to draw yet another bill of 
the same tenor and sell it on the New York 
market, and by this means procure sufficient 
funds to purchase the sight remittance that 
has to be sent in cover of the first bill drawn. 
Not that the creation of finance bills in this 
manner can go on indefinitely. The amount 
of paper running on the market for any one 
bank, or finance house, can generally be 
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pretty well gauged, and if at any time the 
market deems the sum total to be sufficient, 
there will be a tendency to discriminate 
against the bills. Those who utilize this 
method of finance will not, as a rule, run the 
risk of their bills being discriminated against. 
They will not usually draw more bills than 
the foreign discount market will readily 
absorb without comment, since they are 
perfectly well aware that once discounters 
eye their paper suspiciously, they become 
what is termed “‘ talked about,’’ and nothing 
is more disastrous to a firm’s credit than to 
be in such a position. 

There are certain seasons which favour the 
drawing of finance bills, as they affect the 
supply of exchange upon which the drawer 
is dependent for covering his operations. In 
the United States, for instance, the exports 
of cotton, wheat, and other grain are princi- 
pally made during the autumn, and bills 
drawn against cargo will be offering in large 
quantities at that period of the year; 
consequently exchange will be low. The 
drawers of finance bills on London know this, 
and if they are selling such paper, say in 
May or June, the possibility of their being 
able to buy demand exchange at low rates, 
for remittance to London to meet maturing 
finance bills, will to some extent influence 
their drawings. 

An example of the use of finance bills for 
anticipating a fall in exchange rates was sent 
to the writer by Mr. E. Stewart Patterson 
in a pamphlet on “ Foreign Exchange 
Arithmetic,’’ in which he says: ‘‘ During 
the summer months, under normal condi- 
tions, the rate of exchange for sterling in 
New York is generally high, gradually drop- 
ping to a very much lower level in the fall, 
when the large shipments of cotton and 
wheat result in heavy offerings of sterling 
exchange. Suppose,’ Patterson says, ‘‘ the 
rate at end of August is 4°88 for demand 
bills, and a banker, ‘A,’ arranges with his 
London correspondent, ‘ B,’ for a credit of 
£10,000 by way of 60 days’ draft on London 
against securities which he deposits with 
him. ‘A’ immediately draws a draft on ‘B’ 
at 60 days for £10,000, which he can either 
(x) sell in New York at the 60 day rate for 
bills, or else (2) send to London to be placed 
to his credit there, and sell his own sight 
drafts against this credit ; in either case he 
will have the use of the proceeds in New 
York until the maturity of the bill, when he 
must be prepared to place ‘B’ in funds to 
meet it.” 

1. “A” will sell his 60 day bill in New 
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York if he can obtain $4:8523 per {1 or 
better. The rate is arrived at as follows— 


Demand rate for sterling : . . $488 
Less 63 days’ interest at 3% (being the 
London market rate for prime bankers’ 
bills) - , : . 2°527 
Stamps 5 of 1% "244 


2-771 


; $485°229 
or, say, $4.8523 per £1. 
The sixty-day bill for £10,000 should 
therefore net him : é : . $48,522:90 
““A” employs these funds in New York 
for 60 days, sav, at 4%, earning 343°49 
$48,866°39 
Seven days before the bill matures ‘‘ A ”’ 
purchases a demand draft for £10,000, 
which he forwards to London to provide 
for the payment of the bill. By this 
time exchange has fallen as he antici- 
pated, and is now at $4:85, so that he 
is able to buy the covering draft for . 48,500°00 
““A’s” profit (from which must be 
deducted ‘‘ B’s’’ commission of pro- 
bably + of 1%) is therefore $366°39 


There is, of course, the risk that exchange 
might not fall at the end of October as 
anticipated, or that the interest rates in New 
York might not be maintained above 3 per 
cent. 

2. If ““A’”’ sent the 60 day bill to London 
and immediately sold a demand draft against 
the remittance, the transaction would work 
out as follows— 


Amount of 60 days’ draft . £10,000 
Less interest at3% £51°781 
Less stamps, 35 of 1% 5° 
56°78 
Net proceeds in London £9,943°22 


“A” would thus be in a position to sell 
his demand draft for the above amount, and 
thus provide himself with funds in New York, 
£9,943°22 at 4:88 = $48,522:90, the same 
amount as realized in No. 1 by the sale of 
the 60 day bill in New York. 

A further example, illustrating what we 
have said earlier, is also described by 
Patterson, who refers to the finance bill 
created when a London banker, desirous of 
taking advantage of the high rate of interest 
in New York, instructs his correspondent to 
draw on him for £10,000 at 60 days and lend 
the proceeds on the New York market. This 
the New York banker does, and sells the bill 
in New York, investing the money. Neither 
banker employs his own money in the 
operation, the money being provided by 
the London market in which the bill is 
discounted. 
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“It is plain from the above explanations, 
that when many of these finance bills are 
drawn on London, by thus increasing the 
supply of sterling, they will have a tendency 
to lower the rate at which they can be sold.” 
(Cf. E. L. Stewart Patterson, Foreign 
Exchange Arithmetic, pp. 37-9; Toronto, 
the Shaw Schools, Ltd.) 

Still another method of utilizing finance 
bills is described by Professor Cross, of the 
University of California. The funds obtained 
from the sale of finance bills are used to take 
up short-term investments in corporation 
securities, either by the American bank itself, 
or on joint account with the foreign accept- 
ing bank. “If the American bank wishes 
to go in alone, it gets permission of the 
London bank to draw the required amount 
of go day finance bills, sells them in the 
market, and invests the proceeds in the 
selected securities. During the 90 days that 
the bills have to run, the bank will hope to 
unload the securities on the market at a 
price high enough to yield a profit over the 
cost of the demand bills which it must buy 
to meet the maturing finance bills, the 
commission of the accepting bank, and any 
other expense that it may have incurred.” 

He also gives an instance of the issue of 
finance bills to take care of the security 
markets. This occurred in October, 1912, 
“when, owing to the international uncer- 
tainties caused by the Balkan War, a mass 
of American securities was thrown on to 
Wall Street, New York, by Europeans. 
The New York banks immediately issued 
large amounts of finance bills in order to 
satisfy the demands of the brokers for funds 
with which to absorb those securities.’’ (Cf. 
Domestic and Foreign Exchange, pp. 210-11, 
by Ira B. Cross, New York, the Macmillan 
Co. Foreign Exchange and Foreign Bulls, 
pp. 222 et seq., by W. F. Spalding, London, 
Sir Isaac Pitman & Sons, Ltd.) (See KITE- 
FLYERS.) 


FINENESS. 
(See Mint Par.) 


FINE TRADE PAPER. 


Fine trade, or ‘“‘ white ’’ paper, is the term 
given by the London discount market to all 
commercial bills drawn and accepted by 
first-class merchants and traders. 

The expression “ clean bill’’ is sometimes 
heard on the London discount market. The 
general criterion of ‘‘ clean ” bills, as far as 
the Bank of England is concerned, is that 
they should bear on their face evidence of 
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their being drawn against specific shipment 
of commodities or some definite security. 
Fine trade bills without such particulars are 
apt to be regarded with suspicion. They are 
not undiscountable; but, especially in 
abnormal times, the discount market exer- 
cises a wide discretion, will take only a 
proportion of the bills bearing well-known 
names, even with a banker’s endorsement, 
and tends to look upon the paper as akin to 
accommodation bills of the “ pig-on-pork ”’ 
and “ pork-on-pig’’ variety—a curious 
expression which the market gives to bills 
which are drawn between two branches of 
the same firm, or by one person or firm 
on another, intimately connected, for the 
obvious purpose of raising funds. 

The discounters always have before their 
minds the possibility, in the event of tight- 
ness of money, of having to resort to the 
Bank of England for accommodation. The 
bank, in such circumstances, would decline 
to lend on the security of fine trade bills that 
do not come up to its own standard. (See 
BaNnkK RaTE; CLEAN Bitts; DIscounrt, 
DIscoUNTING ; and MARKET RaTE.) 


FINLAND, Money and Exchange of. 


The monetary unit of Finland is the gold 
markka of 100 penni, 193'23 Finnish markkaa 
to £1 being the par of exchange. 

The gold standard was adopted in Finland 
on 1st January, 1926. At first the rate ruled 
around F.M. 193-04 to £1, but in February, 
1926, the parity was reached, and in the 
course of the year it gradually improved 
until at the end of December, 1926, the rate 
reached F.M. 192.74 to £1, and the quotation 
on London has since remained fairly stable 
around 1933. 

Under the monetary law of 1926, the value 
of the Finnish markkaa was fixed at the rate 
of F.M. 39.70 to $1. 

Prior to the institution of the law of 
January, 1926, the gold and other coins 
were— 


Gold: 20 markkaa, weighing 6-4516 grm., :goo fine 
10 » »  3'2258 ,, °900 ,, 
Silver: 2 5 3 TO*S558) 5 SOSue 
I ” 9 E820) 7 SOS, 
50 penni » 2°5494 5, ‘750 5, 
25 ” 1°2747 ” *750 ” 
Bronze: 10 ,, 
5 ” 


In December, 1920, nickel coins (officially 
termed ‘“‘ copper nickel’’) were introduced 
in denominations of 1 markkaa, 50 and 25 
penni. 

Owing to the early depreciation of the 
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markkaa, however, the gold and silver coins 
by 1925 had practically all disappeared from 
circulation. 

In June, 1926, the Monthly Bulletin of 
the Bank of Finland announced a new issue 
of gold coins, in denominations of 200 
markkaa and 100 markkaa, both coins having 
similar designs, but the higher value coin is 
of 22.5 mm. diameter, and the 100 markkaa 
coin of 18.5mm. The obverse bears the 
impress of Finland’s heraldic lion, surrounded 
by nine roses, with the inscription ‘‘ Suomi ”’ 
above the lion, and ‘‘ Finland’’ below it, 
and at the sides the year of coining, divided 
by the lion. On the reverse side appears the 
value, either 200 or 100 in large type, and 
near the lower edge the word ‘“‘ Markkaa,”’ 
with a curved fir branch with cones either 
side of the figures. 


FINLAND, Par of Exchange with England. 
(See Mint Par.) 


FIRM. 


In the foreign exchange business the 
market is termed ‘“‘firm”’ when buyers 
predominate. A “firm tendency,’ for in- 
stance, would mean that there is a buying 
tendency. (See WEAK.) 


FIXED EXCHANGE. 
(See RATES OF EXCHANGE.) 


FLOATERS. 


The term given to gilt-edged bearer 
securities such as Exchequer Bonds, War 
Loan, and Consols, against which billbrokers, 
discount houses, and other borrowers in the 
London money market raise short loans with 
the banks. The term arises from the fact 
that such securities “float’’ about the 
market, so to speak, from day to day. That 
is to say, they change hands as security for 
loans so frequently that they never seem to 
have a permanent resting place; they pass 
freely between borrower and lender in the 
London money market, according to the 
demand for and supply of money. (See 
TERMINALS and TREASURY BILts.) 


FLORIN (NETHERLANDS), Gold Content. 
(See MInT Par.) 


FLUCTUATIONS IN EXCHANGE. 


The causes of exchange fluctuations are 
many and varied ; some are apparent, others 
not very easily discernible. The more impor- 
tant are those connected with trade, since 
from trade are derived the bills of exchange 
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which are so important a factor in the 
exchange market. Trade conditions are, in 
fact, responsible for many variations in the 
rates of exchange, more especially as closely 
allied with trade are all those invisible items 
which make for an increase in imports on 
the one hand, and an increase in exports on 
the cther. Under this category fall banking 
services, immigrant remittances, remittances 
of foreign residents, and many other such 
payments which cause the movement of 
funds from one country to another. Stock 
exchange business also exercises an effect 
on the exchanges, particularly in the case 
of “‘inter-bourse ’’ securities, that is, those 
which may be bought and sold in foreign 
markets. The state of credit, itself fre- 
quently arising out of trade conditions, also 
affects the exchanges, and closely allied to 
this factor is the state of currency. Inflated 
currencies and the over-issue of paper notes 
will cause movement one way, i.e. adverse 
to a country, while too sudden attempts to 
stabilize the country’s monetary unit, either 
by devaluation or valorization, will drive 
exchange in the reverse direction. Finally, 
there is the passage of gold to or from a 
country which induces exchange fluctuations. 

Added to all these factors, we have what 
might be called the “ sentimental’ influ- 
ences, such as political crises and the like, 
which cause fluctuations in the exchange 
with the country or countries concerned. 
These, in brief, are the several factors that 
influence variations in the rates of exchange. 
We may now proceed to examine them 
seviatim and more in detail. 

Trade Influences. The direct influence of 
trade upon the foreign exchange is seen more 
particularly where a country has an un- 
favourable trade balance. If there is an 
excess of imports for any length of time, 
exchange will become unfavourable to a 
country, though other influences may inter- 
vene to offset the excess balance. It is in 
this trade influence that the element of 
international indebtedness arises, for the 
country concerned has more to pay than to 
receive; imports exceed exports. On the 
other hand, if a country’s exports are in 
excess of its imports, other things being 
equal, the balance of trade will be in its 
favour and exchange will be favourable to 
the country. 

Here we may pause for a moment to 
consider the terms ‘“favourable’’ and 
“unfavourable,” ‘premium’ and “ dis- 
count.’’ Frequently, newspaper writers refer 
to a rising exchange as being at a discount, 
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and a falling exchange as being at a premium. 
Perhaps the simplest way to explain it is to 
take bills of exchange. When bills drawn, 
say, from London on foreign centres are at 
a premium, it is held that exchange is against 
London, that is, unfavourable to England. 
For instance, with the par of exchange with 
France at Frs, 25-2215 to the /1, if a person 
is forced to pay more than {100 in London 
when buying a bill for Frs. 2522-15, it is 
plain that {100 in London are worth less 
than the fixed equivalent of French currency. 
Similarly, if it takes less than £100 in London 
to buy a bill on Paris for Frs. 2522-15, French 
exchange is said to be “ favourable’”’ to 
London, or at a “ discount’’ in London. 
But care is needed, as the position may be 
reversed if the rate is in pence, or shillings 
and pence to the foreign unit. The correct 
view is, that to buyers of bills in London 
high rates are favourable, low rates unfavour- 
able, only when rates are quoted in foreign 
units to the pound sterling. When rates are 
quoted in pence or shillings and pence to the 
foreign unit, high rates are unfavourable and 
low rates favourable. A different maxim, 
again, is true where sellers are concerned. 
For selling paper with rates quoted in foreign 
money to the pound sterling, the seller must 
bear in mind that low rates are favourable, 
high rates are unfavourable; and, if he is 
selling bills based on rates which are quoted 
in pence or shillings and pence to the foreign 
unit, high rates will be favourable, low rates 
unfavourable. 

In practical foreign exchange an adverse 
rate is unfavourable only to those who have 
to send money abroad, and among this class 
we find chiefly the importers, who are under 
obligation to pay money to foreign exporters, 
but evidently what is unfavourable to the 
importers is favourable to the exporters. It 
is sometimes said that when the value of the 
imports from a country exceeds the value of 
the exports to that country, bills are at a 
premium. It follows, therefore, that the 
greater the amount of the premium, the 
higher will be the profits exacted by the 
exporters. They draw bills for the cost of 
their shipments to the foreign country, and 
in selling the bills obtain the premium in the 
rates of exchange. Plainly, this indicates a 
diminution in profit to the importers, who 
not only have to pay the invoice price of 
the goods, but also a premium for the 
remittances they require to send to the 
foreign exporter. 

However, where only trade is concerned, 
adverse exchange tends to work out its own 
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salvation, because its influence is to stimulate 
exports and to discourage imports, for if the 
imports be, say, from England to a foreign 
country, they may be paid for with a smaller 
amount of the currency of that country—the 
foreign nation buys relatively cheap; but 
as adverse exchanges increase the cost to 
England of everything she imports from the 
other country, she buys relatively dear. In 
few, if any, countries will the exports balance 
the imports, and there is always a residue to 
be paid for the one way or the other. Never- 
theless, unless a nation is so fortunately 
situated as to be wholly independent of other 
nations, trade cannot be all one way. An 
export trade always involves an import trade. 
Exports pay for imports, or, as the trained 
economist would perhaps prefer to express 
it, “‘the tendency is to equivalence of 
indebtedness.’’ The Board of Trade and 
other like bodies have been careful of late 
years to define what is meant by the rather 
indefinite term ‘‘ exports.” The reason is 
that our trade returns show what appears 
to be a direct contradiction to the theory 
that ‘‘exports pay for imports,” for the 
annual imports into the United Kingdom for 
many years past have considerably exceeded 
the exports. As one exchange banker said, 
to say the least of it, it is extremely unlikely 
that the surplus imports have been supplied 
by foreign nations out of sheer goodness of 
heart, and we have therefore to find the 
explanation. 

It is this. If payment for any excess 
cannot be made in goods, other ways are 
found to settle the balance of indebtedness, 
and evidence of this method of payment is 
to be traced in the early history of most 
countries. We may take the United States 
of America as anexample. There were about 
thirty years in the history of that country, 
1791-1820, in which its imports exceeded its 
exports by more than $500,000,000. That 
relatively large excess of imports was paid 
for by “invisible ’’ exports, to use the late 
Sir Robert Giffen’s happy expression, though 
such find no place in the statistical returns 
of the U.S.A. The United States rendered 
services—shipping services. She was occu- 
pied in building ships for the world, and not 
only were those ships used for transporting 
America’s own exports to foreign countries, 
but they were also utilized in carrying goods 
for other nations. In effect America sold her 
raw materials, ships and shipping services, 
and bought in exchange manufactured goods. 
During the last twenty years or so, the 
exports of the U.S.A. have exceeded her 
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imports, and she has been paid for the excess 
by services rendered to her—shipping ser- 
vices. In that period America has purchased 
shipping services and has sold her raw 
materials and manufactured goods. Neces- 
sarily, while these balances have been in 
process of settlement, many bills of exchange 
have been drawn and remitted, and in 
proportion to the balance of trade in process 
of settlement, exchange has sometimes been 
in favour of the U.S.A., and sometimes 
against her. 

That also is the position with England. 
The goods and services that she furnishes to 
other countries will represent goods and 
services of equal value furnished to her by 
other countries. Our exports of merchandise 
will never exactly balance our imports of 
merchandise; but our exports of mer- 
chandise, plus the services that we render to 
other countries, including all those indirect 
services, such as loans of capital, interest, 
immigrant remittances, and other invisible 
items, will tend to equal in value the imports 
of merchandise plus the services that other 
countries render to us. 

Fluctuations in the rates of exchange 
arising out of trade influences are insistent ; 
imports and exports necessitate the making 
of many bills of exchange, the demand for 
and the supply of which are important ele- 
ments in all international debt settlements, 
but equally important, as we have seen, are 
the “‘invisible’’ trade factors. However, 
there is little use in stating a theory unless 
information is given as to its working in 
practice. It will be of interest, therefore, to 
show how authorities in the United Kingdom 
have worked out what we might call the 
“nation’s trade balance sheet.” 

We may take the years 1924 to 1926. The 
surplus of imports into the United Kingdom 
over exports for those years was as follows— 


1924 £324,400,000 
1925 £383,600,000 
1926 £477,100,000 


Had England not been prevented from 
cancelling the indebtedness thus apparent by 
other means, the foreign exchanges would 
have been extremely adverse to her; but the 
Board of Trade estimated that the balance 
of trade was settled by the “ invisible ’’ 
exports to which we have referred, viz., 
Government expenditure in foreign coun- 
tries, national shipping income, income from 
overseas investments and commissions, and 
other receipts. The following is the instruc- 
tive table (published in the Board of Trade 
Journal of 27th January, 1927)— 
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BALANCES OF INCOME AND EXPENDITURE IN THE 
TRANSACTIONS (OTHER THAN LENDING AND 
REPAYMENT OF CAPITAL) BETWEEN THE 
UnitTED KINGDOM AND ALL OTHER COUNTRIES 


: In million £’s 
Particulars 
1924 | 1925 | 1926 
Excess of imports of merchan- 
dise and bullion : 
Estimated excess of Govern-| 324 384 477 
ment payments made over- 
seas? - : : : 25 II a 
Total 349 | 395 | 477 
Estimated net national ship- 
ping income? . : {ie E40 124 120 
Estimated net income from 
overseas investments .| 220 250 270 
Estimated receipts from short 
interest and commissions . 60 60 60 
Estimated receipts from other 
services 3 5 7 15 15 15 
Total 435 | 449 465 
Estimated total credit (+) or 
debit (-) balance on items | 
specified above . : .| +86 | +54 12 


1 These include some items on loan accounts. 
2 Including disbursements of foreign ships in British ports. 


It is stated that except in so far as pay- 
ments and receipts in respect of the principal 
of international loans are included in the 
calculation of the ‘‘ estimated excess of 
Government payments overseas,’”’ the above 
table refers to revenue transactions as 
opposed to capital transactions. 

The following explanation is given of the 
items in the table. 

Government Transactions. Payments and 
receipts on account of the overseas activities 
of the War Office, Admiralty, and other 
public departments, payments and receipts 
in respect of the interest and principal of 
loans, Indian home charges (except pay- 
ments on account of debt and interest on 
railway capital, which are included with 
income from overseas investments), and some 
other items, make up the total in this 
category. 

Net national income from shipping services 
comprises gross earnings less disbursements 
in overseas ports. 

Net income from overseas investments con- 
sists of the surplus of income from such 
investments (whether in company form or of 
a personal nature) over the amount payable 
to other countries in respect of income from 
their investments and balances in the United 
Kingdom. 

The remaining items cover a good deal. 
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For instance, the commissions or payments 
for services rendered in this country, includ- 
ing acceptance credits commissions, discount 
on foreign bills, bank interest (i.e. short 
interest), the commissions, etc., on new 
issues paid by overseas borrowers, mer- 
chanting commissions on overseas produce, 
brokers’ commissions, insurance remittances 
from abroad, earnings on exchange transac- 
tions, and so on. Then we have other 
receipts, such as those in respect of the sale 
and purchase of second-hand ships to and 
from other countries, emigrants’ remittances, 
the savings of migrants returning to the 
United Kingdom, tourists’ expenditure and 
many other such items, too numerous to 
detail here. 

Loan Flotations and their Effect. Loan, 
and in fact all foreign issues on the home 
market, call for close attention. It is the 
settlement of immediate indebtedness, or 
rather the demand for the means to settle 
that indebtedness, which sets exchanges 
fluctuating. The more or less permanent 
debts of a country do not affect its exchanges 
until the capital sums come to be repaid. 
So if a permanent debt has been incurred 
in a foreign country by the flotation of loans 
or otherwise, its influence, other than that 
caused by interest payments will be negli- 
gible. As the debt does not call for immediate 
settlement there is no influence on that 
floating indebtedness, or adverse balance 
against the country, which so largely deter- 
mines the fluctuations in the exchanges 
between the debtor country and the creditor 
country. 

When foreign loans are first floated, their 
effect on the exchanges is that of an export 
to the country on whose behalf the loan has 
been floated, and of an import to the country 
which issues the loan. Fluctuations in ex- 
change, generally speaking, will be favourable 
to the former country and unfavourable to 
the latter. 

Interest payments act in the reverse 
way; they cause fluctuations in exchange 
against the country which has to pay the 
interest and influence exchange in favour 
of the country receiving the interest. Conse- 
quently, a nation with a large external 
debt that necessitates heavy interest pay- 
ments annually, must either import so much 
less or export so much more if she is going 
to pay her way. On the other hand, the 
country that has large sums of money being 
remitted to her from abroad year by year, 
is able to set off this income against the 
excess of imports. 
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In this connection, the case of the United 
Kingdom is very apposite. As will have been 
made plain from the foregoing table, despite 
her heavy indebtedness caused by the Great 
War, the United Kingdom has still a large 
income which flows into the country as the 
result of loans to foreign and colonial coun- 
tries in pre-war years, and it is these steady 
interest payments that to a large extent 
enable her to reduce the balance against the 
country produced by her large excess of 
imports over exports. These interest pay- 
ments are thus an invisible factor in influenc- 
ing the movements of exchange in favour of 
the United Kingdom, and there is little 
doubt that although the country has herself 
now annually to pay large sums of interest 
to the United States, she is maintaining 
her position, despite the adverse effects of 
the European situation upon her trade and 
industry. 

Stock Exchange influences are important ; 
they are closely allied to the banking influ- 
ences on exchange, and are best seen where 
the securities of any particular country enjoy 
an international reputation and are in 
demand on foreign centres. Apart from loans 
and new issues, foreigners are constantly 
buying British and other securities in 
London, sometimes to considerable amounts, 
and London is always buying foreign and 
home securities from abroad, and on balance 
there may be funds available for new invest- 
ment. Short-term foreign money has been, 
on occasion, largely placed in London, and 
with the recovery of London as an inter- 
national financial centre it is probable that 
foreign balances are larger than they were 
some years ago. Another source of funds for 
overseas investment is that of sinking funds 
on overseas loans, and all those payments 
sent to London for what is termed “ the 
service ’’ of loans, i.e. to meet coupons, etc. 
These in the aggregate amount to consider- 
able sums. 

Banking Influences. A word or two may 
be said about the banking influences by 
which we mean the charge made by bankers 
for the issue of letters of credit, either for 
travellers or in the finance of the foreign 
trade of the country. Commissions are 
charged for issue of the credits, and fre- 
quently also for the “‘ accepting ’’ facilities 
that bankers place at the disposal of their 
clients at home and abroad. Letters of 
credit result in the drawing of bills, both on 
the home market and abroad, and all these 
factors influence fluctuations in the ex- 
changes. Bankers’ demand bills and remit- 
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tances in all forms are constantly in request, 
and in proportion to the supply as compared 
with the demand, the exchanges will be set 
moving in favour of the country to which 
they are sent. 

There is another point. It is not only the 
exchange of the one country that will be 
affected ; if remitters cannot obtain their 
requirements in one centre they will resort 
to others, and the effect of their operations 
will often cause the exchanges of several 
centres to move for or against the first 
country. 

Fluctuations Arising from the State of 
Credit. A restriction of credit is a powerful 
influence in causing exchange fluctuations. 
A stringent money market, causing in its 
turn high rates of interest to be paid for the 
use of money, has a marked effect on the 
exchanges. For one thing, it induces action 
on the part of sellers of bills of exchange ; 
sales are forced, the market becomes glutted 
with supplies, and purchasers are reluctant 
to buy unless it is essential for them to make 
prompt settlement of their indebtedness. 
Restricted credit postulates high interest 
rates, as we have said, and as Goschen in 
his Theory of the Foreign Exchanges wrote: 
“There is no element of value so constant 
and effective as the rate of interest in the 
country on which the bill is drawn. The 
fluctuations in sight bills are limited, to a 
certain extent, by what we have called specie 
points; they can exceed the specie limit 
either upwards or downwards for a time. 

. . The fluctuations in long bills, on the 
other hand, are unlimited, because they are 
co-extensive with the fluctuations in the 
value of money in the accepting country, 
and co-extensive, too, with the apprehen- 
sions which may be felt as to the solvency 
of the names on the bills.” The effect of 
the value of money, or rather of every 
variation in the prevailing rates of discount 
in the foreign centres, upon the foreign 
exchanges is, therefore, a highly important 
factor. For one thing, high interest or dis- 
count rates frequently attract foreign capital 
for investment in bills, and in course of time 
this flow of money exercises a favourable 
influence on exchange. In this connection, 
the movement of gold and the effect of 
discount rates may be noted in our own 
country. Inthe autumn of 1927, for instance, 
there was a marked export of bank surpluses 
from the U.S.A. for investment in London, 
due to higher rates of interest paid on loan- 
able funds. As illustrating the factors men- 
tioned we give an excerpt from the first 
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interim report of the Committee on Currency 
and Foreign Exchanges after the War 
(November, 1918). 

In dealing with the currency system 
before the war the Committee stated— 

‘‘ When the exchanges were favourable, 
gold flowed freely into this country and an 
increase of legal tender money accompanied 
the development of trade. When the balance 
of trade was unfavourable and the exchanges 
were adverse, it became profitable to export 
gold. The would-be exporter bought his gold 
from the Bank of England and paid for it by 
a cheque on his account. The bank obtained 
the gold from the Issue Department in 
exchange for notes taken out of its banking 
reserve, with the result that its liabilities to 
depositors and its banking reserves were 
reduced by an equal amount, and the ratio 
of reserve to liabilities consequently fell. If 
the process was repeated sufficiently often 
to reduce the ratio in a degree considered 
dangerous, the bank raised its rate of dis- 
count. The raising of the discount rate had 
the immediate effect of retaining money here 
which would otherwise have been remitted 
abroad and of attracting remittances from 
abroad to take advantage of the higher rate, 
thus checking the outflow of gold and even 
reversing the stream.”’ 

If the adverse condition of the exchanges 
was due not merely to seasonal fluctuations, 
but to circumstances tending to create a 
permanently adverse trade balance, it is 
obvious that the procedure above described 
would not have been sufficient. It would 
have resulted in the creation of a volume of 
short-dated indebtedness to foreign coun- 
tries, which would have been in the end 
disastrous to our credit and the position of 
London as the financial centre of the world. 
But the raising of the bank’s discount rate, 
and the steps taken to make it effective in 
the market, necessarily led to a general rise 
of interest rates and a restriction of credit. 
New enterprises were therefore postponed, 
and the demand for constructional materials 
and other capital goods was lessened. The 
consequent slackening of employment also 
diminished the demand for consumable 
goods, while holders of stocks of commodities 
carried largely with borrowed money, being 
confronted with an increase of interest 
charges, if not with actual difficulty in 
renewing loans, and with the prospect of 
falling prices, tended to press their goods on 
a weak market. The result was a decline in 
general prices in the home market which, by 
checking imports and stimulating exports, 
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corrected the adverse trade balance which 
was the primary cause of the difficulty. 

In a large measure, England has returned 
to its pre-war position, as far as bank rate 
and gold movements are concerned, since 
with the return to the gold standard on 
29th April, 1925, similar factors have been 
brought into play. 

State of the Currency. Disordered cur- 
rencies and the way they produce exchange 
fluctuations are familiar to all students of 
the exchanges at the present day. Central 
Europe, and practically the whole world, has 
suffered since the Great War from dis- 
organized exchanges as the result of currency 
troubles. In the case of a country which can 
freely export gold there is a limit to the 
fluctuations in exchange, since the person 
who holds balances abroad and cannot sell 
his bills drawn on the country in which his 
funds lie, except at too great a sacrifice, will 
instruct his creditor to ship gold to him. 
Conversely, the debtor who is under obliga- 
tion to remit to a foreign country, rather 
than buy a bill at a higher exchange than 
that produced by purchasing gold and 
shipping it, will adopt the latter method of 
paying his debt. In the case of a country 
with an unlimited inconvertible paper cur- 
rency, there would seem to be no limit to 
the fluctuations between that country and 
other foreign countries. 

As a matter of fact, Goschen traced out as 
long ago as 1861 a position precisely anal- 
ogous to that which Germany was faced 
in 1923-24, and which was also the experience 
of Austria, Russia, and other European 
countries in the years following the Great 
War. Bills on a given country, Goschen 
showed, fluctuate in value, in proportion to 
the extent to which the prices of all purchas- 
able articles, bullion included, are affected 
by the depreciation of the currency—in other 
words, in proportion to the discount on paper 
money, or the premium on gold. If it be 
impossible to buy gold, or if its export be 
prohibited, or if all bullion or gold coin has 
actually disappeared, how is a creditor of 
such a country going to encash that which is 
due to him? We may, for the sake of 
example, imagine we are dealing with a 
German debtor who has a creditor in Eng- 
land; what can such a debtor do in the 
circumstances we have indicated, to pay his 
creditor what he owes to him? He cannot 
send gold, and there are only two other 
courses open to him (a) he may buy up bills 
from those who have exported goods to 
England, and therefore have bills to sell 
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drawn on importers there, and send those 
bills in settlement of his indebtedness, or 
(b) he may ship German produce to England, 
sell it there and with the money pay his 
indebtedness. There may, however, be many 
in a similar plight, and bills will be scarce 
and the premium on exchange high. Or, 
again, if exports from Germany to England 
have fallen off and not sufficient bills are 
offering, he will be unable to find remittances 
with which to pay his English creditor, unless 
there be bankers and others with balances 
there or in other adjacent foreign countries, 
against which they can draw bills and sell 
to this remitter. In such circumstances the 
debtor is entirely in the hands of the sellers 
of exchange, and if he is faced with this 
position, as so many were in the years 
following the war, of being bound to settle 
foreign indebtedness, there will be no limit 
to the price which will be exacted from him 
for the wherewithal to pay his creditor—in 
other words, no limit to the fluctuations in 
exchange. 

In such a case, as Goschen pointed out, 
the relative values of paper marks, roubles, 
or kronen to gold bullion do not enter into 
the question. “Supply and demand alone 
determine the price. If the exports of such 
a country do not equal the imports (and this 
is by far the most general case), so that the 
demand for bills to pay for imports exceeds 
the quantity of bills which is supplied 
by the exports, the balance which the 
country has to pay can be settled only by 
an enormous sacrifice—in fact, cannot be 
settled at all except by a cessation or 
diminution of imports, or by a foreign loan, 
the latter being only an expedient to gain 
time and an adjournment of the balance 
due.” 

The factors we have described are, in the 
main, those that cause exchange fluctuations, 
though there are many others, such as 
arbitrage operations, the drawing of finance 
bills, movements of silver (in silver standard 
countries), and certainly, in no time has the 
exchange student or the economist had such 
fertile material upon which to draw if he is 
desirous of examining the cause of exchange 
fluctuations and the results. 

(See Foreign Exchange and Foreign Bills, 
Chapter VIII, Sixth edition, by W. F. 
Spalding ; Goschen on the Foreign Exchanges, 
p. 72; Banking and International Exchange, 
pp. 312-17, by W. F. Spalding; and 
Board of Trade Journal, 1924 to date.) 
(See ARBITRAGE; FINANCE BILLS; GOLD 
Points; and Bank Rate.) 
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FOREIGN AGENCY BILLS. 

Foreign agency bills are bills accepted by 
the London branches and agencies of foreign 
banks or firms who are established in London, 
but have the greater part of their assets in 
foreign countries. It seems to be considered 
that the assets of these firms cannot be made 
available in the event of the bills being dis- 
honoured. As the result of this discrimina- 
tion, foreign agency bills are discountable to 
a limited extent only, and those selling the 
paper are penalized in the matter of rates, 
the charges being from ;; to 4 per cent, or 
more, higher than those for first-class English 
domicile bills. 

The Bank of England will not discount 
foreign agency bills. 


FOREIGN DOMICILE BILLS. 

A foreign domicile bill is one that is drawn 
on and accepted by a firm abroad, but made 
payable in London. A foreign domicile bill 
arises in this manner. In foreign or colonial 
centres there are shippers other than British 
whose bills are passed through the exchange 
banks. A French or Italian exporter, for 
instance, may draw bills against his produce, 
and the banks at the shipping centre will 
negotiate the bills on the understanding that 
they are to be accepted “payable in 
London.’’ On arrival in London, the bills 
will be sent for acceptance, say, to Paris, 
Berlin, or Milan; the persons upon whom 
they are drawn will accept them in the cities 
mentioned, but will make them payable at 
some bank in London; and when the bills 
are completed by acceptance they will be 
returned to London to the branch of the 
bank which negotiated them abroad. This 
paper, bearing the acceptance of Continental 
firms and others, is not liked on the London 
market, and neither the joint stock banks nor 
the finance houses care to carry it in their 
portfolio in ordinary times. In fact, during 
the Great War and afterwards, foreign domi- 
ciles became undiscountable on the London 
discount market ; consequently, foreign and 
colonial banks which receive them are 
practically obliged to retain the bills until 
maturity and, if the paper is in any quantity, 
this means a bad lock-up of funds for the 
banks whose foreign branches have been 
induced to negotiate them. 

Prior to the war a small proportion of 
foreign domiciles was taken in parcels of bills 
discounted by some of the finance houses ; 
but in all cases the persons disposing of them 
had to pay higher rates of discount to the 
discounters who elected to receive the paper. 
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The Bank of England has always stead- 
fastly set its face against these bills, and 
never would discount them. (See ForrEIGN 
AGENCY BI ts.) 


FORMOSA. 
(See Tarwan.) 


FORWARD EXCHANGE. 


Forward exchange is the term applied to 
the operation by which one person makes a 
contract with another (usually a banker or 
exchange dealer) to buy or sell at an agreed 
rate a fixed sum in foreign currency to be 
delivered at a definite future date. The term 
also applies to a contract made to deliver 
the total amount of foreign money in certain 
portions over a limited period of time. It 
will tend to simplicity if, before entering into 
the more technical side of the business, we 
explain the general working of forward 
exchange in commerce. ; 

Forward exchange was primarily designed 
to overcome the risks of fluctuating exchange 
rates. The risks incidental to a fluctuating 
exchange can be to a large extent avoided, 
and in most important countries are so 
avoided, by the simple expedient of making 
forward exchange contracts. A South African 
exporter, for example, who is buying wool 
now for shipment, say 60 days hence, which 
he has already sold in London for £10,000, 
and who does not wish to assume the risks 
of a decline in the exchange between now 
and the date on which he is to sell his export, 
does not wish to gamble on exchange. He, 
therefore, goes to his banker, tells him that 
he will have £10,000 sterling of demand wool 
bills to sell 60 days or so hence, and he asks 
the banker to quote him now a rate at which 
the bank will agree to buy these bills when 
they are presented 60 days later. The banker 
quotes him a rate, and we may suppose he 
accepts it. Now, no matter what happens 
to the exchange rate during the next 60 days, 
the wool exporter is safe. If the rate goes 
down he does not lose, and if it goes up he 
does not gain. He is a wool exporter and 
knows wool, but he does not know the 
intricacies of exchange. He wisely “ sticks 
to his last’’ and lets the banker, whose 
business it is to deal in exchange, assume 
the risk of what will happen during the next 
60 days. The wool exporter, of course, must 
pay the banker a small compensation in one 
form or another for rendering him this 
service. 

That is one side of the transaction. Now 
let us examine the other side. At about the 
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same time as the wool exporter was busy 
fixing his finance, we will suppose a merchant 
is contemplating the importation of machin- 
ery from the United Kingdom that will cost 
him £10,000 ; this import also must be paid 
for 60 days hence by a demand sterling draft 
for £10,000, The importer, like the exporter 
of wool, does not want to run the risk of 
exchange fluctuations between the time he 
has ordered his machinery and the date of 
making payment. He likewise explains his 
position to his banker, and the banker now 
agrees to sell him a demand draft 60 days 
hence for £10,000 sterling at a certain rate. 
The importer now knows what to count on, 
not only what he must pay for his machinery 
in sterling in terms of South African cur- 
rency, in terms of which he has contracted 
to sell his machinery or will sell it, but also 
the exact amount of money he will receive. 
If during the next 60 days the exchange rate 
rises, the importer of the machinery does not 
lose, and if it falls he does not gain. He 
likewise has shifted the risk of exchange to 
a banker, whose business it is to deal in such 
risks. 

We take it as certain, however, that the 
banker has not assumed any appreciable 
risk: he has “‘ hedged.”’ The sterling that 
will be paid to the credit of his London 
account out of the proceeds of the wool 
bill, which he will receive 60 days hence, 
will produce the funds in London out of 
which the draft will be paid, which he must 
deliver to the machinery importer 60 days 
hence. 

The profit of the banker comes from the 
margin between his buying rate and his 
selling rate. If the banker believes that 
sterling will go down in the near future, he 
may sell more sterling futures than he buys, 
namely, over-sell; and if he believes that 
sterling will rise in the near future, he may 
buy more sterling futures than he sells, 
namely, over-buy; but in either of these 
cases it is speculation. The conservative 
banker tries to keep his forward contracts 
for purchases covered by forward contracts 
for sales, and thereby limits his profits to 
interest, commission, and the margin between 
his buying and selling rates. 

On the face of it, therefore, ‘‘ forward ”’ 
exchange dealing appears simple, though 
operating is perhaps not so simple in prac- 
tice. Nevertheless, bearing in mind the 
preliminary explanation we have given, we 
believe the reader will be in a position to 
comprehend what follows. 

In the first place it should be noted that 
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no money, as a rule, passes until delivery of 
the foreign currency, whether in bills or 
otherwise. In view of the risks involved, 
however, bankers frequently insist upon the 
deposit of satisfactory security or of a margin 
as an earnest of the fulfilment of the con- 
tract, though in the case of large firms and 
well-known clients of high standing, this 
formality may be dispensed with. Generally 
speaking, the question of margin may be said 
to depend upon the financial standing of the 
client, and the particular currency in which 
it is desired to deal. 

Certain things are necessary to the free 
functioning of forward exchange: (a) the 
easy transferability of funds from one country 
to another, which in itself postulates an 
active prompt exchange market; (b) a 
difference in interest rates ruling in two 
centres, i.e. a higher rate of interest on one 
centre than on another; (c) an active and 
well-organized foreign trade. Safety and 
confidence are no less important factors, 
since, if the internal state of a country is 
such that considerable risk is run by making 
forward commitments, the business will not 
be readily negotiated. Heavily depreciated 
currency, internal strife, political troubles, 
government control or manipulation of 
exchange, all these are factors which militate 
against forward exchange. In such circum- 
stances a banker will not willingly risk his 
money in the business except at exorbitant 
tates; especially is this the case in silver 
standard countries, such as China, in which 
the difference between “spot” and “ for- 
ward’’ exchange is at times inordinately 
high. 

However, assuming that all the conditions 
are favourable for carrying on of forward 
exchange, let us examine condition (b), the 
interest factor. The interest rate that largely 
enters into calculations for forward exchange 
is not the rate for long-term loans, but that 
for “short”? money, that is, the rate of 
interest for loanable funds for short periods, 
and the rate for short-term deposits ruling 
in the money markets of any two centres 
with which the banker may happen to be 
dealing. For example, if New York and 
London happen to be the two places under 
consideration, and money is at, say, 4 per 
cent in New York and only 2 per cent in 
London, then by transferring money to New 
York and lending it there at, say, 3 per cent 
per annum, the tendency will be for bankers 
to adopt means for placing funds in New 
York to earn the higher rate of interest. 
Well, how does this work in the foreign 
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exchange business ? In this way, the dealer 
in money and exchange will transfer his 
funds to New York by buying American 
dollars at the “‘spot”’ or ready rate, and 
will sell dollars forward against his spot 
sales. In other words, subject to the ordinary 
rules of demand and supply, there will be 
what is called a ‘‘discount’’ on forward 
quotations per month approaching the dif- 
ference in interest which can be obtained in 
New York over what can be earned in 
London, the market with the lower “ short ”’ 
interest rate. 

We have said “‘ approaching.”’ It does not 
necessarily follow that the excess interest 
earned per month will exactly correspond to 
the difference between spot and forward 
exchange. There may be some scaling down 
in the process of dealing. A banker, as we 
have seen, if he is prudent, will cover his 
forward sales, and as many other bankers 
will most probably be operating at the same 
time, it may be necessary to purchase cover 
at competitive rates. In such circumstances, 
the banker may have to bid up for forward 
exchange to the limit that offers him a 
sufficient profit on his deal. For example, 
with interest rates in New York and London 
of 4 per cent and 2 per cent respectively, a 
banker could sell forward with safety up to 
a limit of $ of a cent per month ; 2 of a cent 
per month would be 44 cents per annum, 
and if say $4:50 be the rate of exchange, 
4% cents on $4:50 would be equivalent to 
I per cent perannum. The reader, then, can 
easily follow the position. For his money in 
New York the banker can get 2 per cent per 
annum more than he would pay in London, 
so he can safely concede to purchasers of 
forward exchange I per cent per annum 
by surrendering $ of a cent per month on the 
forward rate, and even then would still have 
a net profit of 1 per cent per annum on the 
transfer of his funds to New York. 

But suppose interest rates are higher in 
London than in New York, the exchange 
banker will require a sufficient margin 
between spot and forward exchange before 
he will sell. Instead of there being a discount 
on forward exchange, there will obviously 
be a “ premium,” or, stated another way, 
the discount will be on the spot exchange, - 
and to make the business worth while it must 
closely approximate to a higher interest rate 
than will be given by the interest that the 
banker ‘“‘nominally’”’ loses by the trans- 
ference of his funds from London to New 
York. 

With the Far Eastern markets, like those 
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in China, other factors enter into the ques- 
tion. Forward rates will be influenced to a 
large extent by the cost to the banker of 
laying down funds in the centre upon which 
it is desired to operate. The cost of the 
movement of silver will frequently affect the 
rates. (See CHINA.) 

What makes the understanding of day-to- 
day business in forward exchange so difficult 
tor the student or the man in the street is 
the method of quoting. The quotations for 
“forward ”’ are usually given in the form of 
margins over or under the relative “‘ spot ’”’ 
quotations. By way of illustration, suppose 
we take the following examples of “ forward ”’ 
exchange— 

Paris, 10 to 15 centimes over spot 

New York, § to 14 cents over spot 
Switzerland, par to 3 centimes under spot 
Italy, 15 to 25 centesimi under spot 

Let us assume that all these quotations 
refer to the price of the various currencies 
per month forward ; then the interpretation 
is this. An exchange operator is prepared to 
sell forward for delivery one month hence, 
French francs at to centimes, dollars at 
2 cent over the selling quotations for “‘ spot ”’ 
deliveries of francs and dollars, or to buy 
forward francs at 15 centimes and dollars 
at 14 cents over the respective spot buying 
prices. To take the remaining countries, 
Switzerland and Italy. On Switzerland the 
operator would sell forward for one month 
at 3 centimes below its spot selling rate, and 
buy forward at the same rate as for spot. 
For Italy, the quotations are 25 centesimi 
per month below spot selling rates for for- 
ward sales, and 15 centesimi per month below 
spot buying price for forward purchases. 

Dealers in the forward market have a 
curious way of carrying out their deals, at 
least it may appear so to the onlooker. 
Before a dealer sells forward exchange, 
whether in dollars, francs, or any other 
currency, he buys the same amount of 
currency “‘spot.’’ It is the spot rate of 
exchange, then, which forms the basis for 
the forward rate. But, although he has sold 
exchange, it will be, say, for one month for- 
ward, and no money passes on the forward 
deal until the expiry date of the contract, so 
on the face of it the exchange dealer, if he 
took no action, would have the spot dollars 
he had bought idle, or earning only a very 
small rate of interest for the short term of 
one month. He will, therefore, usually 
undertake a combined operation; he will 
sell his spot dollars and buy forward for the 
same amount from the same bank or other 
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dealer. He, of course, gets the money 
promptly for the spot dollars he has sold, 
but does not pay for the forward dollars 
until expiry date of the contract, just in the 
same way as his customer will not pay him 
until due date. 

He has thus used the spot dollars as the 
basis for his transaction, and has sold those 
he acquired. He will usually get out of spot 
at a small difference in his own favour, but 
if necessary will not hesitate to let them go 
at about the same rate at which he bought, 
their purpose for arriving at his forward rate 
being finished. Further, he has covered his 
forward sale by a forward purchase, and has 
nothing further to worry about. In practice, 
therefore, all deals in forward exchange 
represent double operations, the profit being 
on the difference in rates; thus, forward 
exchange is either sold against a purchase of 
spot exchange, or purchased against a sale 
of spot exchange, and always at differences 
in rates. 

In such circumstances, a banker or 
exchange dealer is playing for safety ; but, 
as we have seen, occasionally a banker may 
not need to cover his forward transactions by 
spot deals. Instead of purchasing spot ex- 
change against sales of forward exchange, he 
may set off a forward sale against a forward 
purchase, and vice versa—this is what the 
market calls ‘‘ marrying ’’ in exchange. For 
example, on any well-organized market there 
must obviously be both buyers and sellers, 
and the exchange operator is often able to 
operate in both directions, and can set off 
forward sales against forward purchases. 
However, experience has demonstrated that 
in the long run there is generally a balance 
left to be covered at the end of any given 
period. In such circumstances, the ultimate 
profit will depend upon the operator’s over- 
sold or over-bought position, and the rate 
at which he is able to cover the balance the 
one way or the other. 

Demand and supply are, of course, 
important factors, and their effect was well 
described by Professor J. M. Keynes in 
the. Reconstruction Supplement of the 
Manchester Guardian. 

He was referring to the course of dollar 
exchange, and showed that the rate depends 
upon whether sellers or buyers of forward 
exchange predominate. The following extract 
is very apposite— ua ] 

‘‘Suppose money market conditions 1n 
which a sale of forward dollars against the 
purchase of spot dollars at a discount of 
1} per cent per annum for the former yields 


FOR] DICTIONARY OF WORLD’S CURRENCIES AND FOREIGN EXCHANGES [FRA 


neither profit nor loss. Now, if in these 
conditions the purchasers of forward dollars, 
other than arbitragers, exceed sellers of 
future dollars, then this excess of demand 
for future dollars can be met by arbitragers, 
who have cash resources in London at a 
discount which falls short of 14 per cent per 
annum by such amount (say, 4 per cent) as 
will yield the arbitragers sufficient profit for 
their trouble. If, however, the sellers of 
future dollars exceed the purchasers, then a 
sufficient discount has to be accepted by the 
former to induce arbitrage the other way 
round—that is to say, by arbitragers who 
have cash resources in New York—namely, 
a discount which exceeds 14 per cent per 
annum, by, say 4 per cent. Thus the dis- 
count on forward dollars will fluctuate 
between 1 and 2 per cent per annum accord- 
ing as buyers or sellers predominate.” 

To carry our explanation a little further. 
Suppose the rate of interest in London be 
5 per cent and in Paris 74 per cent per 
annum. Then with a ‘spot’ rate of 
exchange London on Paris of 1203, the for- 
ward rate for 3 months would be quoted at 
approximately # franc discount, i.e. 121-25, 
that is, 1203 plus 3 months’ interest at 24 per 
cent per annum, the difference between the 
two rates of interest in London and Paris. 
But suppose the rates of interest had been 
the other way round, 74 per cent in London 
and 5 per cent in Paris, then the forward 
rate would be at a premium over spot, Le. 
119-75 frs. for 3 months. Thus it is that in 
actual practice the differences are added to 
or deducted from the spot rate of exchange. 

There is a further point about forward 
exchange contracts which we have men- 
tioned earlier in this article, that of options. 
A banker may and does sometimes sell 
currency forward deliverable at his cus- 
tomer’s option within, say, a month or two 
months’ time. A higher rate, necessarily, will 
be charged for an option contract than for 
one fixed for a definite date. The higher rate 
is charged because of the possibility of the 
bank’s always being called upon to deliver 
the sum contracted for, and thus has the 
obligation to carry the necessary balance 
abroad. There is also the impossibility of 
judging the range of fluctuations over an 
indefinite period of say, two or three months. 

It seems unnecessary to add that an 
option contract does not mean that the 
buyer of forward exchange has the option 
of taking or refusing delivery of the currency 
he has purchased forward. The option simply 
has reference to the date of maturity of 


| contract. For example, a person may buy 


100,000 francs forward for delivery any time 
within two months. The seller fixes the rate 
when the contract is made and the equivalent 
in sterling must be paid when the francs are 
taken up, though the buyer has the right to 
claim the francs from the seller in whole or 
in part at any time within the currency of 


the contract. (See Hrepcinc; LONG ON 
EXCHANGE; SHORT ON EXCHANGE; and 
SWAP.) 


FOUR-POINT ARBITRAGE. 
(See ARBITRAGE.) 


FRANC (FRENCH) GOLD CONTENT. 
(See Mint Par.) 


FRANCE, British Advances to the Banque de 
France. 


During the Great War, the Bank of 
England granted commercial credits totalling 
£72,000,000 to the Banque de France. The 
sum involved really represented a portion 
of the loan from the British to the French 
Government, and the two banks acted as 
intermediaries, although the Banque de 
France, strictly speaking, was responsible 
for the discharge of these debts, whether or 
not they in turn were reimbursed by the 
French Treasury. 

£7,000,000 was repaid to the Bank of 
England in February, 1919, and a further 
instalment of £10,000,000 in October, 1922. 
This left a balance of £55,000,000, all of 
which should have been repaid during the 
ensuing year. The position of French ex- 
change was, however, such that any attempt 
on the part of the French Government to 
liquidate the debt would not only have 
imposed a severe burden upon the resources 
of the French Government, but would also 
have in all probability disorganized the 
Paris exchange market. In the circum- 
stances, negotiations were entered into 
between the two banks, and as a result 
repayment of the £55,000,000 was spread 
over a period of seven years. 


FRANCE, Money and Exchange of. 


The franc of roo centimes is the unit, and 
the pre-war gold parity with London was 
252215 francs to £1. However, in accord- 
ance with the law of 7th August, 1926, the 
Bank of France announced its intention 
to exercise its right to purchase French and 
foreign gold coins at a price that would 
approximate to the world price of gold. The 
effect, therefore, was to set up what was in 


OBVERSE AND REVERSE OF THE 
SILVER 5-FRANC PIECE 


Weight, 25 grammes, -9oo fine 
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reality a fluctuating gold parity with gold 
standard countries. Since the war, gold and 
silver have disappeared from circulation, and 
though France has practically established 
stabilization on the basis of 123-95 to 124-05 
francs to the £1, no definite announcement 
has as yet been made as to the rate at which 
the currency will be stabilized. No gold 
coins have been minted since 1921 and no 
silver coins since 1920. Large sales of silver 
bullion were made in 1926-27 derived from 
the silver coins withdrawn from circulation. 

Prior to the war the principal gold coin was 
the 20-franc piece, weighing 6-4516 grammes, 
‘goo fine, the pure gold content thus being 
5°80645 grammes. The other gold coins, all 
‘900 fine, were as follows— 


5 francs, weighing 1-6129 grammes 


Io ” ” 3°2258 ” 

50 ” ” 16129 ” 

100: ,, 33 32-2581 ” 
Silver: The principal coin is the 5-franc piece, 
weighing 25 grammes, ‘goo fine (= 22:5 grammes 


pure). 
2 francs, 1 franc, 50 centimes, 20 centimes, all 
-835 fine. 


Nickel: 25, 10, and 5 centimes. 
Aluminium ; 2 francs, 1 franc, and 50 centimes. 


There are also the following coins of aluminium- 
bronze: 2 francs, 1 franc, and 50-centimes. 


Of these coins, there were struck at the 
mints at Paris and Vincennes during 1926— 


2,962,351 2-franc pieces ; 1,579,575 1-franc pieces ; 
46,446,919 50-centimes pieces. 


The Bank of France is the bank of issue, 
its notes being in denominations of 20, 50, 
100, 500, and 1,000 francs. 

The standard is the double one of gold and 
silver, the ratio being theoretically 154 to 1. 
Of silver coins, however, only 5-franc pieces 
are legal tender, and of these the free coinage 
has been suspended since 1879. 

‘“‘ The present monetary convention (Latin 
Union) between France, Belgium, Italy, 
Switzerland, and Greece, which was first 
concluded on 23rd December, 1868, and 
subsequently amended, the last occasion 
being on oth December, 1921, is tacitly 
continued from year to year, but may be 
denounced by any of the contracting states, 
and if denounced, will expire at the end of 
the year, which commences on 1st January, 
following the denunciation. According to its 
terms, the five contracting states have their 
gold and silver coins respectively of the same 
fineness, weight, diameter, and current value, 
and the allowance for wear and tear in each 
case is the same. The coinage of 5-franc 
pieces, both gold and silver, is temporarily 
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suspended, and the issue of subsidiary silver 
which, with certain exceptions for special 
reasons, was limited to 6 francs per head of 
the population of each state, is now fixed at 
16 francs (convention of 1908), except for 
Switzerland, which by the convention of 1920’ 
is allowed 28 francs. Each government, in 
its public offices, accepts payments in the’ 
silver 5-franc pieces of each of the others;: 
and in subsidiary silver to the amount of 
100 francs for each payment. Each state 
engages to exchange the excess of its issues 
over its receipts of subsidiary silver for gold 
or 5-franc silver pieces, and at the termina- 
tion of the convention each is bound to 
redeem also its 5-franc silver pieces, and to 
pay in gold a sum equal to the nominal value 
of the coin redeemed. 

“ Belgium, on 31st December, 1925, 
announced its intention of withdrawing from 
the Union on 1st January, 1927. 

“The monetary system of the Union has 
been adopted, either wholly or partially, in 
Spain, Rumania, Bulgaria, Yugo-Slavia, Fin- 
land, Poland, and many of the South 
American States.” (Statesmen’s Year Book, 
1926, p. 875.) (See SWITZERLAND.) 

Exchange with London is quoted in francs 
and centimes to £1. 

Exchange with New York is quoted in 
francs and centimes to $1. 

Exchange with Continental centres is 
quoted in so many francs and centimes to 
100 of the foreign units. 


FRANCE, Note Circulation of Banque de 
France. 


According to the law of 4th December, 
1925, the legal maximum note circulation 
was fixed at 58,500 million francs. The law 
of 22nd July, 1926, authorizing the Finance 
Minister to hand over to the Banque de 
France the foreign exchange held by the 
French Treasury, raised the maximum limit 
of the circulation by an amount equal to the 
product of the bills or balances transferred. 
The legal maximum was, therefore, fixed at 
59,431 million francs. 

The law of 7th August, 1926, authorized 
the Banque de France to make purchases 
of gold, silver, and foreign exchange in 
the open market. The notes issued by the 
Banque de France in order to make these 
purchases must not be regarded as an 
addition to the legal limit fixed by the law 
of 22nd July, 1926. These notes must be 
withdrawn from circulation in the event of 
the alienation of the moneys or foreign bills 
previously acquired. 
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FRANCE, Par of Exchange with England. 
(See Mint Par.) 
FRENCH CONGO (FRENCH EQUATORIAL 
AFRICA), Money of. 


The currency is similar to that of France. 
What little exchange business there is, is 
cared for by La Banque de 1’Afrique 
Occidentale. 


FRENCH ESTABLISHMENTS IN 
OCEANIA. 


(See OCEANIA.) 


FRENCH GUINEA. 
(See FRENcH West AFRIcA and GUINEA.) 


FRENCH SOMALILAND, Money of. 
The,currency is similar to that of France. 


FRENCH SUDAN. 
(See FRENCH WEST AFRICA.) 
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FRENCH SYRIA, Money and Exchange of. 


The monetary unit is the Syrian pound of 
100 piastres, and 1 piastre is the equivalent 
of 20 centimes. 

The Syrian pound has been the official 
currency since 1st May, 1920. 

Exchange on Paris is given a fixed basis 
of 20 francs to the pound. (See SYRIA.) 


FRENCH WEST AFRICA AND SAHARA, 
Money of. 


The currency is similar to that of France, 
and the use of French money is compulsory © 
throughout the colonies of Senegal, French 
Guinea, the Ivory Coast, Dahomey, French 
Sudan, Upper Volta, Mauritania, Niger, and 
Circle of Dakar and dependencies. (See 
FRANCE, MONEY AND EXCHANGE OF.) 


FUNDS, The Laying Down of. 
(See ARBITRAGE.) 
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GAMBIA, Money and Exchange of. 


Though the legal currency of Gambia 
prior to 1914 was British, French 5-franc 
pieces were favoured and passed freely in 
commerce. The French coin was finally 
demonetized in 1922. 

The currency is now managed by the 
West African Currency Board. The coinage, 
silver, is the same as that of Nigeria, viz., 
2s., Is., 6d., 3d. (See NIGERIA.) 

Cowrie shells (cyprea moneta) are said still 
to be used by the natives in the Northern 
Territories, and, despite all prohibitions, the 
natives frequently melt down for ornaments 
the silver and nickel coins. 

Barclays Bank (Dominion, Colonial, and 
Overseas) and the Bank of British West 
Africa are the principal banks. 

The question of exchange, in the ordinary 
sense of the word, does not arise, as the 
currency being under the control of the West 
African Currency Board in London, the 
banks are able to obtain supplies of currency 
to meet their requirements on the basis of 
a fixed rate of commission, and transfers 
between England and Gambia in both 
directions are effected upon a commission 
basis, which fluctuates but little, despite 
seasonal activity. 


GENERAL LETTER OF CREDIT. 
(See LETTER OF CREDIT.) 


GERMANY, Bills of Exchange, Protesting of. 


In Germany a bill of exchange must be 
protested at the original due date in order to 
retain recourse on a drawer. An extended 
bill, per se, is not a valid legal document. 


GERMANY, Gold Points with London. 
(See GoLp PoInTs.) 


GERMANY, Republic of, Money and 
Exchange of. 


From 11th October, 1924, Germany 
stabilized her monetary unit by adopting the 
gold standard. The unit of the currency is 
the Reichsmark of one hundred Reichspfen- 
nige. Notes and coins of former issues were 
convertible into the new currency at the 
following rates— 


One billion (1,000,000,000,000) paper marks are 
equal to 1 reichsmark. 
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One rentenmark is equal to 1 reichsmark. 
One rentenpfennig is equal to 1 reichspfennig. 
Provision has been made for the following 
new coins of the republic to be minted— 
. Gold coins of 20 reichsmarks and 10 reichsmarks. 


. Silver coins of from 1 to 5 reichsmarks. 
. Coins of 1, 2, 5, 10, and 50 reichspfennige. 


WN H 


The sole legal tender coins are— 

Gold: (a) New and old gold coins. 139} pieces 
of 20 reichsmark, or 279 pieces of 10 reichsmark are 
to be stamped out of one kilogramme of fine gold, 
and the proportion of alloy is 900 parts of gold to 
100 parts of copper. Every one is bound to accept 
gold coins for an unlimited amount. 

Silver: (b) New silver coins which will be stamped 
in pieces from 1 to 5 reichsmarks, and the silver 
coins stamped after zoth March, 1924. Silver coins 
stamped before zoth March, 1924, are withdrawn 
from circulation. No one is obliged to accept silver 
coins for an amount exceeding twenty reichsmarks. 

Pfennig Coins: (c) Reichspfennig coins of 1, 2, 
5, 10, and 50 reichspfennige, rentenpfennig coins of 
I, 2,5, 10, and 50 rentenpfennige, as well as old copper 
coins. No one is obliged to accept payment in 
pfennig coins for an amount exceeding 5 reichsmarks. 

The cash offices of the republic must, however, 
accept silver and pfennig coins to any extent. 

Coins of the republic stamped out of nicke, 
aluminium, iron, and zinc in virtue of former laws, 
are withdrawn from circulation and are no longer 
considered as legal tender. 

Notes: The reichsmark notes issued by the 
Reichsbank and those issued by the Reichsbank in 
the former mark currency. The latter notes, however, 
remain tender only for a period of three months after 
they have been called up for redemption. 


Notice was given in August, 1926, that 
the one and two rentenmark notes issued 
on 1st November, 1923, were to be called 
in. Bank notes current are given in exchange 
on demand at the Reichsbank. 

Privilege to issue Bank-notes. The Reichs- 
bank enjoys for a term of fifty years the 
exclusive privilege of issuing bank-notes in 
Germany. The existing private note banks 
—Bayerische Notenbank, Sachsische Bank, 
Wurttembergische Notenbank, and Badische 
Bank, have the right to issue notes, but for 
a total maximum amount of one hundred 
and ninety four million reichsmarks. Bank- 
notes of less than ten reichsmarks may be 
issued only with the consent of the Govern- 
ment of the republic, and only for the pur- 
pose of satisfying a temporary need of 
general business. 

Exchange and Liquidation of old notes, etc. 
The Reichsbank is bound to call up all its 
notes issued hitherto, and to give in exchange 
new Reichsbank notes, the conversion to be 
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made at the rates mentioned above. The 
Reichsbank is further bound, within a term 
of ten years at the latest, to liquidate the 
total amount of notes issued by the Renten- 
bank. 
Reichsbank notes now in circulation are— 
Reichsmarks 1,000, 100, 50, 20, I0, 5. 


Security for Note Issue. The Reichs- 
bank is bound to hold always as security 
for its reichsmark notes put into circula- 
tion— 

t. Gold or foreign bills (gold cover) cover- 
ing at least 40 per cent of the total circula- 
tion. Of this security three-quarters at least 
must be in gold. 

2. The remaining cover has to consist of 
bills discounted or cheques answering the 
special requirements of the new Reichsbank 
law. As further security the Reichsbank is 
obliged to carry to a special reserve fund 
20 per cent out of the yearly net profits, so 
long as its reserve fund amounts to less than 
12 per cent of the note circulation of the 
bank, calculated on the average of the last 
six months of the business year. 

Redemption of Notes. According to a 
provision contained in the Reichsbank law, 
the Reichsbank is bound to redeem the notes 
presented to it, whilst it is left to its choice 
to give to the bearer, in exchange for the 
notes, German gold coins, bullion, cheques 
representing payment in foreign exchange. 
But this provision will come into force only 
if a special corresponding resolution is passed 
by both the Board of the Reichsbank and 
the Generalrat (General Board). 

Weekly Returns and Statements of the 
Reichsbank. According to a precise special 
decree the Reichsbank is obliged, as hitherto, 
to publish weekly returns and to draw up 
an exact balance sheet within six months 
after the close of every business year. 

There are now in circulation— 

Silvey : Reichsmarks 5, 3, 2, I. 

The 5-reichsmark piece weighs 25 grammes ; 
the other silver coins are of proportionate 
weight and all are -500 fine. 

Aluminium-bronze : Reichspfennige 50, 10, 5. 

Copper: Reichspfennige 2 and 1. 

The mints at Berlin and elsewhere in 
Germany coined during 1926— 

901,903 5-reichsmark pieces; 785,539 3-reichs- 
mark pieces; 65,359,571 2-reichsmark _ pieces ; 
50,949,528 1-reichsmark pieces. 

Exchange with London is quoted in 
reichsmarks and reichspfennige to {1. New 
York quotes the rate in cents for 1 reichs- 
mark. 
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GERMANY, Par of Exchange with England. 
(See Mint Par.) 


GIBRALTAR, Money and Exchange of. 


The legal currency is the same as that in 
the United Kingdom. It was made so by 
Order in Council of 9th August, 1898, and 
all transactions with the Government of the 
island are on this basis. 

Spanish money, however, continues to 
circulate freely, and a large part of the 
business is carried on in that currency. 

Apart from the British coins, the money 
in circulation comprises— 

Silver coins of 5, 2, and 1 pesetas, and 50 centimos. 

Bronze: 10 and 5 centimos. 

The Spanish gold 25, 20, 10, and 5 pesetas 
pieces are also occasionally seen, but have 
now practically disappeared from circula- 
tion. They command a heavy premium in 
exchange for silver. 

Bank of Spain notes also circulate in 
denominations of I,000, 500, Ioo, 50, and 
25 pesetas, and there is an issue of local 
sterling notes, made by the Government 
through their bankers, the Anglo-Egyptian: 
Bank, in denominations of £50, £5, £1, Ios. 
and 2s. This issue is covered by the equiva- 
lent in cash paid by the bank to the Govern- 
ment. 

Drafts on London usually command a 
small premium over local sterling. 


GOLD, All-sliming. 

“ All-sliming ’’ is a term used in gold 
mining to describe one of the methods taken 
to reduce costs. 

Gold ore must be reduced to a disin- 
tegrated state before the gold can be ex- 
tracted. Generally, the rock is first smashed 
by a heavy weight in a stamp mill. The ore 
then probably goes through a disc or jaw 
crusher—a machine somewhat resembling 
the contrivance used for cement making 
when rebuilding London streets. Next, the 
much broken material is fed into a tube mill, 
a revolving cylinder half-filled with flints. 
After leaving the tube mill, the ore is 
sufficiently fine to be treated with cyanide, 
which dissolves the gold. 

“ All-sliming ”’ eliminates stamp batteries 
and, in some cases, even crushers. It is said 
to be most suitable for such mines as Springs, 
West Springs, and New State Areas, where 
the ore is comparatively soft. Some of the 
Central Rand companies meet with ore of 
great hardness, and it is doubtful whether 
they will ever be able to discard their stamp 
batteries. 


GOLD COAST 


COWRIE SHELLS (Cyvprea Moveta) 


found in use in the Northern Territories 
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GOLD, Arbitrage with Intervention of. 
(See ARBITRAGE.) 


GOLD COAST, Money and Exchange of. 


The currency used in the Gold Coast is 
mostly similar to that of Gambia and other 
British places in West Africa, namely, the 
florin silver coinage, which is under the 
control of the West African Currency Board. 
The coins are 2s., Is., 6d., and 3d. 

For small purchases, cowrie shells are still 
used in the Northern Territories by the 
natives. 

The new West African silver coins are 
freely accepted by the natives, but the 
tendency is for them to melt the silver, also 
nickel coins for use as ornaments. 

Currency notes issued by the West 
African Currency Board are in circulation. 
(See GAMBIA ; NIGERIA, and SIERRA LEONE.) 

Exchange. The rates for the negotiation 
of bills on West Africa in November, 1927, 
in London were— 


Accra 1% disct. for sight bills, plus $% for each 
additional 30 days 

Bekwai 23% ” ” ” 

Koforidua 2% -- ” ” 

Kumasi 2}% 39 ” ” 

Nsawam 2% ” » ” 

Sekondi 23% ~ as ” 

Winneba 24% 9 ” ” 

with a minimum in each case of Is. for 

cheques and 3s. 6d. for documentary bills. 


GOLD, Direct Arbitrage Operations in 
Exchange with. 


(See ARBITRAGE.) 


GOLD, London Market in. 

The gold market is the most important 
in the world, notwithstanding the fact that 
the former gold specie standard to which 
Great Britain had been an adherent for so 
many years gave place in 1925 to the gold 
bullion standard. Formerly in Great Britain 
there was a free coinage of gold, and gold 
was used freely in the form of coin as a 
medium of exchange. Now, we have the 
gold bullion standard, the invention of the 
old economist, Ricardo. This standard puts 
the Bank of England, as the bank of issue, 
under the obligation to sell gold bullion 
without restriction at a fixed price, i.e. at 
the coinage price of £3 17s. 10}d. per stan- 
dard ounce, in amounts of not less than 
400 fine ounces at a time. Under the Bank 
Charter Act of 1844, the Bank of England is 
also obliged to buy gold at £3 17s. 9d. per 
standard ounce. ‘‘ The free convertibility of 
gold into credit, and credit into gold is thus 
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secured, and the demand for gold for internal 
circulation is adequately prevented.’’! 

The British standard for gold is eleven- 
twelfths, or -91667 fine. That is to say, in 
each 1,000 ounces of standard gold there 
must be eleven parts pure gold to one of 
alloy, or to put it still another way, each 
1,000 ounces of standard metal must contain 
916% oz. of pure or fine gold and 83} oz. of 
alloy. This is the same standard fineness as 
that for the British sovereign and _half- 
sovereign. 

The English standard is the old one of 
22 carats in 24, that is to say, the sovereign 
must be made of metal of which 22 parts 
are pure gold and 2 parts alloy. It is the 
same as the eleven-twelfths fine quality. 
France, the United States, and most other 
nations use the nine-tenths fine quality, or, 
as it is usually described, 900 parts fine gold 
to 100 parts of alloy or copper. The system 
of expressing the quality of gold in milliémes, 
taking 1,000 fine as the absolutely chemically 
pure gold, is now generally adhered to. The 
Bank of England uses it instead of the 
former carat method, but, as the 22 carat 
fine carries a frattion in decimals, the British 
standard is called 916% fine. British gold 
coin is, therefore, about 2 per cent finer, or 
more valuable, than the goo fine coin, but 
that makes no difference in the account. 
The gold alone is paid for, the alloy, 
usually copper, is used merely to make the 
coin harder, and it is considered that the goo 
fine quality wears better than our standard. 

As a matter of interest it might be men- 
tioned that the additional copper in the 
goo fine coin is worth less than the one- 
thousandth part of a penny per coin. 

However, the old method of quoting gold 
bullion, which even to-day is sometimes used 
by jewellers, is one of those perplexing 
curiosities that have survived from the days 
of the goldsmith bankers. They quoted gold 
at so much “ betterness ’’’ or ‘‘ worseness.”’ 
This method of calculating lays down that 
pure gold should be taken as 24 carat fine 
and standard gold as 22 carat fine, the 
subdivision of the carat in grains being— 


8 eighths = 1 grain 
4 grains = I carat 
24 carats = I ounce 


On this method of working, if standard 
gold is taken as 22 carats, then gold would 
be quoted at so many carats, grains, and 
eighths ‘‘ better’ or “ worse.”” This prac- 
tice, however, is archaic, and the tendency, 


1 Rk, G. Hawtrey, The Gold Standard, page 110 


GOL} 


even among jewellers, who have to deal with 
small quantities of gold, is to take the carat 
as being t1odwt., and to calculate the 
“ betterness ’’ or ‘‘ worseness’”’ as follows— 

If 24 carats of 10 dwt. are the equivalent 
of pure gold, then 240 dwt. pure gold, that 
is, 1,000 fine less 20 dwt., is equal to 220 dwt. 
standard gold (i.e. 916% fine.) 

To describe gold as 10 “ betterness,’’ is 
equivalent to saying that it is 1odwt. 
“better than’”’ standard gold, and on this 
basis the gold would be 220 + 10 = 230 fine, 
from which we get the following calcula- 
tion— 

240 : 2302: 

In the same way we can calculate the 
fineness of a bar quoted at so much “‘ worse,” 
for instance, I2 worseness would be 220 — 12 
= 208 fine, and the calculation is— 

240 : x and x = -8667 fine. 


Gold is weighed according to troy weight, 
the divisions being— 


100 ; x and x = °958333 fine. 


208 2), x001 + 


1 lb. troy = 12 0z. troy 
LOZ este 20s Wits 
SGN on SSeS op 


Under the English Coinage Act of 1870, 
1,869 sovereigns are coined from 4o lb. troy 
gold, and on this basis is calculated the mint 
price of gold, viz.— 

If 1,869 sovereigns equal 37,380 shillings, 
and 4olb. troy equal 4800z. troy, then 
I ounce equals *72%° = 77-875 shillings, or 
77s. 10$d., which is the mint price of gold. 

The Royal Mint does not receive unrefined 
gold. If imported gold is sent to the mint, 
it is received and paid for on the basis of 
conversion into sovereigns or half-sovereigns 
at the rate of £3 17s. 1o$d. per standard 
ounce troy. Even before the gold bullion 
standard was introduced in 1925, bankers 
and others who mported gold did not, in 
practice, tender it to the Royal Mint, because 
the coinage would take some weeks, and the 
interest on the value of the gold would 
exceed 2d. per month. To simplify matters, 
therefore, the Bank of England buys the 
surplus gold at £3 17s. 9d. per standard 
ounce, the loss of 1$d. over the Mint price 
per standard ounce representing the Bank’s 
charge for loss of interest and other expenses 
incidental to passing the metal through the 
mint for coinage. 

Neither the Bank of England nor the 
Royal Mint buys all the gold imported. A 
good deal of it is taken for India, the Straits 
Settlements, the U.S.A., and other countries, 
and the trade. Under Section I (c) of the 
Gold Standard Act, 1925, the right of taking 
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gold to the Mint for coinage is reserved to 
the Bank of England. 

Gold for sale to the Bank of England has 
to be melted at the expense of the seller by 
London melters approved by the Bank, but 
the Bank also accepts gold refined by the 
Rand Refinery Company, Ltd., of Germiston, 
South Africa, and, under certain conditions, 
of the assay offices and mints of the United 
States of America. The Bank of England, 
when purchasing bars of gold, requires them 
to be assayed by one of its recognized 
assayers. The charge, payable by the seller, 
is 4s. 6d. per bar. The refineries in London 
charge }d. per ounce for melting gold. 

When gold is sold to the Bank of England, 
it advances about 95 per cent of the value to 
the seller when the gold is deposited, and the 
balance is paid after the gold has been assayed, 
generally on the third day after deposit. 

The gold which is bought and sold in the 
open market is usually in the form of refined 
bars or ingots, weighing about 400 oz., and 
a 400 oz. bar is worth a little over £1,700. 
Each bar must contain a minimum of 99 
per cent pure gold and, as a rule, bars 
contain rather more than less this percentage 
of gold, those bought and sold being nearer 
994 per cent pure. Gold is weighed down 
to 025 of an ounce troy, and bars -9q95 fine 
are good delivery. Unrefined gold is weighed 
down to :o50 of an ounce troy. Other bars 
for India and the Far East (10 0z., 100 oz., 
etc.) are frequently manufactured in London, 
and in this case a small extra charge is added 
for cost of manufacture. 

Dealings in gold bullion before the war 
were on the basis of standard gold, but forsome 
years the quotation has been for fine gold. 

The price of gold is fixed daily, by the 
agents for the Royal Mint Refinery, Messrs. 
N. M. Rothschild & Sons, in consultation 
with the London bullion brokers, who meet 
at the office of this famous firm of bankers 
at 1I1.15a.m. Tuesday is the principal 
market day of the week, and on this day 
the gold which arrives weekly from South 
Africa and other places is offered for sale. 
There is no market on Saturdays. 

The method of dealing is simple. Each of 
the parties compares the amount to be sold 
and bought, and a price is then fixed at 
which all deals for the day are done. There 
is only one market price for gold, the ‘‘ cash ”’ 
price. Forward contracts, as a rule, are not 
entered into on the gold market, therefore 
there is no “future” or “ forward ”’ price 
quoted. Further, if an order is given to buy 
gold, the broker is entitled to his money on 
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the day of purchase immediately he presents 
his contract. 

It should be noted that the price laid down 
by the Bank Charter Act of 1844 at which 
the Bank of England will buy gold, viz., 
77s. 9d. per standard ounce, now represents 
84s. od. per fine ounce, which is equivalent 
to a full mint price of 84s. 11-4545d. 

The South African and other gold pro- 
ducers who send gold to London for sale are 
required to bear all charges for freight, 
insurance, refining, assaying, and other 
expenses connected with marketing. All 
arrangements for export have to be made by 
the buyers. 

The charge made by the brokers for buying 
gold for their clients is one-eighth per cent. 

The 4000z. bars sold by the Bank of 
England are packed for export, free of 
charge, but the cost of the box, including 
the packing, is usually about 4s. 


GOLD POINTS. 


The gold points are the rates of exchange 
at which gold will flow into or out of a 
country. As will be seen by reference to the 
article on Mint Par, the mint par of ex- 
change between the various gold standard 
countries serves a useful and very important 
service in foreign exchange. In each case 
the mint par forms a definite point around 
which exchange oscillates, and the limit of 
these oscillations should be, theoretically, 
the rates of exchange above and below mint 
par of exchange which are known as the 
gold or “ specie’’ points. Specie points, or, 
as they are commonly called, gold points, 
represent certain limits within which, in 
normal times, the exchanges fluctuate. The 
mint pars of exchange constitute, as it were, 
the “‘ hub,”’ and the gold points the “ spokes” 
of exchange fluctuations. Theoretically, 
they represent the range within which 
““spot’’ or sight exchange moves, and, as 
long as the free passage of gold is allowed 
by the various countries, or their State or 
Central banks, there should be a constant 
ebb and flow of gold from one country to 
another when the rates reach these points. 
In time of war, or of political stress, such 
as England and other countries experienced 
in the years 1914-18, and after, the points 
may be obscured or even hidden altogether, 
but that does not detract one whit from the 
theory. 

A further investigation will indicate what 
the gold points really are, how they work, 
and so on. 

In normal times, shippers, merchants, 
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manufacturers, and all sorts and conditions 
of men who are under the obligation to remit 
money to foreign countries, are said to be 
willing to purchase bills of exchange for the 
purpose of settling their indebtedness only 
so long as the cost does not exceed the cost 
of sending gold in lieu of bills of exchange, 
that represented by the upward limit of 
exchange, or what is called export gold or 
specie point. The opposite limit is reached 
when exchange falls so far below the mint 
par that the sellers of bills will rather draw 
gold from a foreign country than sell their 
paper at the lower price quoted for it by 
exchange dealers and others. This is known 
as the import specie point. The outgoing 
specie point of a country is therefore the 
rate of exchange at which gold leaves the 
country, and the incoming point is the rate 
at which gold enters a country, that is, of 
course, other things being equal. During the 
Great War, and after, prohibition of gold 
exports was the rule rather than the excep- 
tion in most countries, and, in consequence, 
these limits were passed and surpassed ; 
they even disappeared altogether. 

On 29th April, 1925, there was a return 
to the gold standard by England, subject 
to certain modifications, and one by one, 
other countries are following the lead so 
given. As a result, the gold points with 
most countries are gradually again becoming 
operative. 

Practically speaking, all that the gold or 
specie points represent is, the rate of ex- 
change produced by buying gold in one 
country, shipping the metal, and selling it 
in another country at certain fixed prices, 
but those whose business it is to do this do 
not need to worry about such operations 
until they see that the rates of exchange in 
operation between any two gold standard 
countries make it expedient or worth their 
while to undertake the gold operation. 

The movement of gold between any two 
countries involves heavy expenses for pack- 
ing, cartage, freight, insurance, and loss of 
interest while the gold is en voute to the 
foreign country, added to which there is a 
brokerage charged on the purchase of gold, 
a nominal charge for minting by the foreign 
mint in most cases, and even a further loss 
of interest when the gold has actually 
arrived and is awaiting assay, etc. If, after 
taking due cognizance of these charges, the 
rate of exchange produced by laying down 
gold in a foreign centre is found to be better 
than the existing exchange quotation, then 
gold will, as a rule, be shipped. 
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The inference, then, is that the movements 
of gold to and from a country depend mainly 
upon the ruling rates of exchange between 
any two centres concerned and upon the 
costs incidental to the purchasing and 
shipping of gold. 

The mint par, as we have seen, is the 
centre of gravity. The gold export point is 
the mint par of exchange plus the cost of 
exporting the gold, while the gold import 
point is the mint par of exchange minus the 
cost of importing the gold, and as soon as 
gold shipments take place, the effect will be 
for exchange to be attracted back to the 
point of gravity. To reiterate, the charges 
we have indicated, deducted from the mint 
par, give the import gold point, and added 
to the mint par, result in the export gold 
point. For example, if it cost more to buy 
dollar exchange in London than it would 
cost to buy gold in London and ship it to 
New York, gold will be purchased and 
shipped. If, on the other hand, bankers and 
exchange dealers are offering dollar exchange 
so freely that the rate of exchange on New 
York becomes abnormally low, an operator 
may find it cheaper to transfer his balance 
from New York to London by buying 
gold in New York and importing it into 
London. 

Generally speaking, the person who re- 
quires to purchase exchange, whether in 
the shape of telegraphic transfers, bills of 
exchange or other form of remittance, will 
do so only so long as the price does not 
exceed the cost of shipping gold, and the 
point at which it is just as cheap to send 
the metal to a foreign country as to remit 
through other exchange media, will, in 
normal times, mark the limit of premium 
on exchange. If the sellers of exchange 
demand a price above this point, bankers 
and exchange operators will send gold rather 
than pay the enhanced premium. 

Prior to the Great War, the gold points 
were, if one may use the expression, fairly 
stable, since shipping and other charges did 
not vary greatly. With New York, for 
example, the cost was approximately 5 per 
mille, and by adding this to the mint par 
of $4°8665 the outgoing or export gold point 
from New York was found, e.g.— 


Mint par . : ; - $4°8665 

Add—treight, insurance, commis- 
sion, etc., at 5 per mille *0240 
$4°8905 


————— 


$4°8905 was assumed to be the limit beyond 
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which the American debtor would not go 
in buying bills of exchange on London. 

In the case of the supply of exchange on 
the New York market exceeding demand, 
the opposite state of affairs would prevail. 
Exchange quotations would fall away until 
the limit was reached at which the holders 
of exchange, the American creditors in this 
case, would rather withdraw the gold from 
London than sell exchange at a lower dis- 
count. This point was found by deducting 
the charges from the mint par, 8 per mille 
in this case, viz.— 


Mint par. , . $4°8665 
Deduct—charges : +0390 
$4°8275 


The difference in charges between the two 
(3 per mille) was due to differences in the 
realization costs, and interest charges. 

It would appear, then, that at an approxi- 
mate exchange of $4:89 to £1, gold would 
be sent from New York to London in prefer- 
ence to remitting by other media of exchange, 
and that at $4:8275 to £1 it was more profit- 
able for the New York creditor to draw gold 
from London than to sell exchange in other 
forms and so to recoup himself. However, 
as we have shown, to arrive at a correct 
understanding of the gold points, it is neces- 
sary to take into account many factors, and 
we can best approach the matter by giving 
the data on which bullion dealers and 
exchange operators base their calculations 
in practice. We may take Great Britain and 
the United States, as being the most impor- 
tant operators in the gold market. 


The American gold dollar contains 23-22 gr. fine gold 
British sovereign contains 113-00 
On this basis— 
$20:67183 
£4:24778 = 77s. 10°512d. per oz. 
standard 
The mint par is therefore £1 = $4:8665 


” ” 


I oz. pure gold = 


When the dollar equivalent of £1 rises so 
far above $4:8665 as to cover the costs 
incurred in buying, shipping, and realizing 
the gold in London, London gains gold from 
New York. 

When the dollar equivalent of £1 falls so 
far below $4:8665 as to cover the costs 
incurred in buying, shipping, and realizing 
the gold in New York, New York gains gold 
from London. 

An important point to note is that the 
conditions of realization have to be taken 
into account, and it will, therefore, be useful 
to consider them. 
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The Bank of England sells gold at the 
rate of 77s. 104d. per oz. standard, which 
is equal to £4:247727 per oz. fine. 

The Bank of England buys gold at the 
rate of 77s. 9d. per oz. standard, which again 
is equal to £4:24090909 per oz. fine. 

Gold is bought and sold by the United 
States Treasury at the fixed rate of $20:67183 
per oz. fine. 

On receipt of the gold the United States 
Treasury advances about 944 per cent of the 
value, the balance being paid after the 
parcel has been melted and assayed. 

But the Bank of England advances about 
98 per cent when the gold is deposited, and 
the balance is paid after the gold has been 
assayed, the cost of assaying being paid by 
the seller. 

There is still another factor of which we 
have to take cognizance, and that is, the 
form in which the gold is shipped, which 
will, of course, affect the question, and it 
is assumed here that the gold is in bar form 
and that when shipped to England it is of 
a minimum fineness of 99 per cent and 
sufficiently well melted to be accepted by 
the Bank of England without the necessity 
of remelting the bullion. 

We cannot too strongly emphasize that 
the cost of shipping gold cannot be laid 
down definitely, as it must vary in conform- 
ity with the facilities possessed by the 
shipper, who has also to take account of 
other fluctuating conditions, such as rate of 
interest, date of sailing of next steamer after 
operation is begun, and speed of steamer, 
etc. The cost will also be slightly affected by 
the rate of exchange, as some of the charges 
must be paid in the appreciated currency. 

When the gold standard was restored in 
Great Britain under the Gold Standard Act 
of April, 1925, and gold commenced to flow 
more or less freely, it was found that the 
“practical ’’ gold points were rather differ- 
ent, and the costs of shipping gold from New 
York to London and from London to New 
York were as follows— 


From New York to London— 


Packing: $3-50 per keg -076 per mille 


Freight : $% . 3°750 “p 
Insurance: 5c. per $100 *500 aA 
Cartage: 5c. per $1,000. - 1050 a 
Bar ‘‘ Charge’ by U.S. Treasury 

ie) +500 of 


A ee ; : s : 
Interest : 9 days at 4% per annum 1-000 


Agents’ commission in New York 
0 


eon) os ; ; : +500 cf 
Assaying at Bank of England "1216 i 
64976 ” 


——_ 
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From London to New York— 
Packing: 4s. per box 


Brevehti) 58.9% : : 
Insurance : 4%, less 10% . 

Charges in New York : 

Interest : 9 days at 5% per annum 1-233 
Agents’ commission in New York 


‘030 per mille 


1/2% . 3 : : =) XGYeio) 
U.S. Mint melting charge, 3,% . +1875 


” 


5°2465 


=a 


” 


There was a difference in freight charged 
for large and small amounts in New York. 
For over $1,000,000 the freight was % per 
cent, but for amounts under $1,000,000 the 
freight charged was } per cent. 

On the basis of these costs it was found 
that 


5 -6718 
£1 gold would realize in New York = E287 883 
4°247727 
= $4°86656 
Less expenses at 5.2465 per mille = 02553 
$4°84103 
; epee £4°240909 
But $1 gold would realize in London ponmnee 
= £0°205154 
Therefore, if £0-205154 was realized by $1 
then £1 was realized by $4°87439 
Plus expenses at 64976 per mille 03167 
$4.90606 


The export gold point from London to 
New York was, therefore, $4:84103 and the 
import gold point, New York to London was 
$4°90606. 

In the autumn of 1927 the pound sterling 
in New York appreciated steadily, until a 
rate of nearly $4:90 was reached. Various 
causes for the appreciation were assigned, 
among the more important of which may 
be mentioned the decrease in cotton and 
grain exports to the United Kingdom, and 
a falling off of the finance in London of the 
shipments that were made; an increase in 
the direct financing in dollars in New York 
of foreign trade in preference to sterling 
finance; the export of American funds 
arising out of the flotation of large foreign 
loans in New York; the movement of 
bankers’ surplus funds from New York to 
take advantage of higher interest rates in 
London; and, finally, the selling of sterling 
by speculators and subsequent short covering 
on the rise. All these factors influenced 
exchange with England towards the gold 
export point from New York. As a matter 
of fact, gold commenced to flow to London 
sooner than was expected, and there is no 
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doubt that some of the shipments were made 
by the Americans at a small loss. 

The practical gold points were to some 
extent obscured, too, by the cutting of freight 
and charges, but there is no doubt that as 
the flow of gold to Europe and elsewhere 
gained in volume, the reduction in expenses 
brought the export point at which it was 
said to be profitable to move gold from New 
York to London down to about $4:884. 
However, even allowing for a reduction in 
freight to 3s. per cent, on amounts of gold 
not less in value than $1,000,000, and esti- 
mating the loss in interest while gold is en 
route, at 4 per cent for seven days, but 
excluding handling commission in New 
York, the export point from New York 
works out at $4:8909 to the f1. 

In practice, the solitary debtor, or even 
body of debtors, is little concerned with 
these specie points, and although we have 
assumed that gold shipments are carried out 
by debtors, yet in reality it is the bankers 
who ultimately carry through the transac- 
tions. The banker serves as the connecting 
link between buyers and sellers of exchange, 
and in the same way acts as the necessary 
intermediary for buying and selling gold. 
It may be of interest, therefore, to consider 
how the banker arrives at the stage at 
which he resorts to gold shipments. 

In selling exchange to his client, the 
banker sells telegraphic transfers or bills of 
exchange drawn on funds which he had 
previously laid down with his foreign corres- 
pondent. It may happen, in view of the 
profitable exchange, that the banker has sold 
exchange which in the aggregate exceeds the 
sum at his disposal with his correspondent ; 
or, as not infrequently happens, he has made 
arrangements with the latter to accept or 
pay his drawings up to a certain specified 
limit. In either case, the banker will be 
obliged ultimately to cover his drawings, 
that is, he must see that his correspondent 
is put in funds in good time to meet them. 
In many cases this will be done by the 
banker’s sending exchange which he, in his 
turn, has purchased from various sellers on 
his own market. In New York, for example, 
he may have bought bills drawn on London 
during the interval between the departure of 
one mail and another, and perhaps, on the 
very mail day the banker expects to remit 
exchange to London for encashment, a client 
is forced to buy a draft or other form of 
exchange from him. We assume that the 
banker sells this exchange at a fair profit. 
Suppose it is a bill, it is not unusual for the 
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client to send it to London in settlement of 
some debt or other by the same steamer 
which carries the batch of bills previously 
purchased by the banker. The British 
correspondent will in due course collect the 
bills sent him for encashment, and with the 
proceeds he is in a position to meet the bill, 
sold at the last moment by the New York 
banker, which bill, we may suppose, is for 
an amount equal to the total of the other 
drafts remitted to him by the American. 
The profit on the operation is obvious. 

In any case, the banker endeavours to 
cover his sales by purchasing other bills on 
the cheapest market, but he cannot always 
work the exchange in a manner so convenient 
as that we have described. If the banker 
is unable to buy bills direct on London to 
cover his sales of exchange, he will resort 
to purchases of bills on a third, or even 
fourth country. These he will dispatch to 
his accredited correspondent in each centre, 
with instructions to remit the proceeds to 
his credit in London with the banker upon 
whom he has drawn the bills, etc., which 
comprised his sales in New York. In course 
of time, he finds he has burnt all his bridges, 
exchange will go against him on the other 
markets, and in default of cover at reason- 
able rates, as a last resource he will be 
obliged to ship gold and sell it in London 
at the fixed price. 

It is also the banker who is ultimately 
responsible for the gold shipment which is 
drawn from a debtor country when the 
import gold point is reached in the creditor 
country. Theoretically, the ordinary seller 
will not dispose of his bill, but will prefer 
to send it direct to the creditor for payment, 
and so draw gold from the country with the 
adverse exchange. In practice, however, the 
selling will still go on as in the converse case, 
and it is the bankers who will arrange the 
gold shipments. They themselves will be the 
buyers of the bills from the holders at or 
about specie point, and will subsequently 
send the bills over to the country with the 
unfavourable exchange. 

The object of the bankers’ remitting these 
bills to the debtor country is to recoup them- 
selves for their outlay on the purchase of 
gold, which must still be sent to cancel the 
indebtedness between the two centres. It 
should be noted, however, that the action 
of the bankers in taking these surplus bills 
off the market, while not stopping the gold 
shipments, does serve to prevent the ex- 
change from falling far below gold point. 
Finally, in each case, that of the gold coming 
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into the country, and that in which it goes 
out, the ultimate effect is the same as is 
seen in the importation and exportation of 
any other commodity ; the relative balance 
of indebtedness between the two countries 
will be turned, and when once equilibrium 
is restored, assuming trade conditions to be 
normal, the ordinary buying and selling of 
exchange will recommence. 

In our article on Mint Par we have 
explained that there were a number of coun- 
tries between which the interchange of cur- 
rency could be calculated on a fixed basis 
laid down by their own coinage or mint laws. 
In view of the foregoing explanation, it will 
also be plain that the gold points are those 
tates of exchange which will be produced by 
buying gold in one country, and selling it in 
one or other of those countries with which we 
have a definite mint par of.exchange. The 
rate at which these countries will exchange 
the gold into their own legal tender is 
definitely stated, and we have only to add 
or deduct the cost of shipping the gold in 
order to see which exchange is for us and 
which against us. 

The real difficulty in regard to gold points 
is, however, that they do not in practice 
conform to the limits which, in theory, are 
assigned to them. Between each centre we 
often find the rates varying, according to the 
distance of the respective centres from 
London, and according to existing circum- 
stances at the time gold is moved. Unlike 
the mint par of exchange, which is invariable 
as long as the coinage laws of Great Britain 
and’ other gold standard countries remain 
unaltered, the gold or specie points are 
affected by variations in the cost of freight, 
insurance, packing, and commission, and in 
all cases interest has to be taken into 
account. This varies from time to time 
according to the state of credit in each 
country. 

Apart from these factors, the manner in 
which the points will diverge from the fixed 
limits in practice will often depend upon the 
peculiar advantages within reach of each 
shipper. One consignor, for instance, may 
have special facilities for packing, another 
may be offered concessions by the Mint 
authorities in the receiving country, while 
a third shipper, being able to send the gold 
forward in larger quantities than the rest, 
gets a reduction in the freight. This is 
particularly the case in the U.S.A. where 
the freight charged depends on the quantity 
of metal shipped. All, or any, of these 
facilities will materially affect the ultimate 
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trate. When shipping coins, too, there must 
also be considered the allowance which will 
have to be made for the gold pieces worn 
and under full weight. 

The reader will, therefore, perceive that 
it is difficult to fix these specie points with 
absolute precision. The form in which gold 
is shipped will affect the question, for 
instance, a slightly different gold point would 
emerge when bar gold is shipped than when 
gold coin is sent. Further, as the cost of 
shipping gold cannot be laid down definitely, 
the points will tend to vary in accordance 
with the factors we have previously indi- 
cated. Even in normal times, there are 
intermediate rates between the commonly 
accepted gold points and mint par. In other 
words, the rates at which business is usually 
done rise and fall in sympathy with the 
conflicting factors at work. 

There are, we repeat, further considera- 
tions which are ignored by academic writers 
on the subject. They frequently show no 
allowance in their calculations for com- 
mission, and what one might call, the 
“margin of safety.’’ This, of course, is 
absurd, since in actual business transactions 
no firm, or two firms, will incur the risks 
incidental to a gold shipment, simply to have 
the satisfaction of saying that they have 
procured their dollars as cheaply as if they 
had purchased, say, cable transfers on New 
York. The operation in practice must 
obviously hold out a prospect of a small 
profit, say + per mille. 

Then, as to the “ margin of safety,’ it 
must be remembered that insurance does 
not cover any risk of delay on the voyage, 
which might easily occur through a variety 
of causes, such as, for instance, bad weather, 
assisting another vessel in distress, or minor 
mechanical difficulties involving temporary 
breakdown. An example of this occurred in 
January, 1928. Thes.s. Mantua left London 
carrying gold for the Far East, but en route 
to Southampton a propeller was damaged, 
and the cargo had to be transferred to 
another ship, thus involving a slight delay. 
If $ per mille be allowed for such emer- 
gencies, it represents only the equivalent of 
interest for two days. Apart from this, 
there is another factor to be covered in 
the ‘‘ margin of safety,’ and that is the 
risk of the gold being less valuable when 
realized in New York, owing to slight 
variations in assay—by no means an unusual 
occurrence in practice. If cognizance be taken 
of these factors, a further $ per mille should 
be added to the expenses. 


GOL] 


To sum up, then, we may say that “ prac- 
tical’’ gold points are based on calculations 
of what can be done actually at the time 
shipments become necessary, and, as we have 
shown, conditions change from time to time. 

Since the Gold Standard Act of 1925 came 
into force, there have been several reductions 
in the freight rates to New York, due to 
competition between steamship lines, and 
the freight rate seems now to be stabilized 
at 3s. per £100. 

The following are up-to-date figures 
relating to gold points between England and 
the U.S.A. The method of calculation is 
similar to that given in our previous 
examples, and, as the reader will observe, 
we have worked first on the assumption that 
interest is at 34 per cent for seven days, and 
that the shipper of gold is averse from 
making any profit on his transaction. The 
gold point London to New York would be 
$4°85312. 


Expenses— 
Packing . . 1030 per mille 
Freight, 3s per £100 - 1*500 op 
Insurance, Is. +500 7 
Interest, 7 days at 33% 671 3, (0958 °/o9 per 
day) 
Charges in New York . -062 of 
2°763 ” 


Mint par 
Less expenses 
at 2°763 °/oo 


$4:86656 
“01344 


$4°85312 


If, however, we allow for a reasonable 
margin of safety, etc., and take interest at 
4% per cent for eight days, the gold point 
London to New York will be $4:84828, the 
calculation being— 


Expenses— 
Packing -030 per mille 
Freight + 1°500 ” 
Insurance . +500 * 
Interest, 8 days at 44% 386 »  (or>123 loo per 

day) 

Charges in New York . -062 5p 
Assaying and melting 

in New York . 179 3 
Commissions & margin 

of safety. : . +500 an 

33757 ” 

Mint par $4:86656 
Expenses 

at 3757 "loo$ “02828 


$4:84828 


It will be noticed that we have allowed 
‘179 per mille for assaying and melting in 
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New York. The reason is, that incidental 
expenses quoted by most textbooks do not 
include an allowance for cost of melting and 
assaying in New York. In actual practice 
it is necessary to take account of these costs, 
however small, although we believe that 
under certain conditions it is sometimes 
possible to sell gold to the Federal Reserve 
Banks in New York on guaranteed assay 
certificates. Still, in gold operations, we 
have to take account of the existing state 
of affairs, not of them as they might be. 

Further, for incidental commissions and 
margin of safety, we have allowed -5 per 
mille, and bearing in mind the explanation 
we have given, it will be agreed, we think, 
that this is not an unreasonable allowance 
to include in the calculation. 

The “ practical’? up-to-date gold point 
NEw YorK ON Lonpon, including the 
“safety ’’ margin, is $4:89233, and the fol- 
lowing are the figures— 


New York to London 


Expenses— 

Packing -076 oe mille 

Freight . 1°500 

Insurance . +500 e 

Interest, 8 days at 43%, -986 a 

Assaying at Bank of England °I2I = 

Commissions and safety margin "500° sy 
3°683 


1 oz. fine gold will cost in New York $20-67183 

1 oz. fine gold will realize in London at Bank of 

England 77s. 9d. per oz. standard = £4:24090909 per 
ounce fine. 


20°67183 2 
“. £1 = $4:87438 
424090909 £ 4:87.43 
Expenses at 3°683 °/o) = 01795 
4°89233 


It is customary, when gold bullion is taken 
from the U.S. Treasury, for that body to 
make a ‘“‘ bar charge,’ and in that case 
the point would be increased by the addition 
of a further -5 per mille. 

In connection with the expression “ prac- 
tical gold points ’’ we may refer to a custom 
followed by the banking and bullion house 
in London, Samuel Montagu & Co. This 
firm in its weekly exchange circular gives the 
practical pre-war gold parities for the prin- 
cipal countries. For example, the mint par 
with the U.S.A. is $4:8665 to £1, but the 
practical pre-war parity was $4:8744, i.e. if 
it took 480-7717 grains of standard gold to 
produce 77s. 104d., then the cost of £1 was 
$4°87744. 

The gold points between London and other 


GOL} 


centres with which there is an active ex- 
change of gold are capable of a similar 
explanation. In actual practice they diverge 
widely from the theoretical gold points. 
Further, as some of the Continental coun- 
tries have, what is in effect, a tariff price 
for gold, the “ practical ’”’ parity will diverge 
slightly from the mint parity, as the follow- 
ing examples will show: with the Nether- 
lands, for instance, the mint par is 12-107, 
but the price paid for gold in June, 1927, 
in Amsterdam was 1647°'5 florins for 1 kilo- 
gramme of fine gold. 

These, and the constantly varying “ ex- 
penses ”’ factor, make it difficult to give hard 
and fast gold points. Added to all this, most 
of the Continental nations reserve to them- 
selves the right to refuse gold, or, alterna- 
tively, the right to vary the price they will 
pay for it. In plain language, we may say, 
that it is really only the United Kingdom 
and the U.S.A. which have the gold standard 
nailed to the mast. Other countries are 
prepared to, and do, haul it down in the 
event of storms threatening. To return to 
the passage of gold from London to Amster- 
dam, the present-day figures are as follows— 


London to Amsterdam 
1 kilo fine gold costs £136-°56751 
x realizes 1647°5 fl. (varying 1648 fl.) 


” ” 


£I = 12°0636306 fl. 
Expenses— 

Packing -030 per mille 

Freight "843 3 

Insurance . 5 é : +321 i 

Interest, 1 day at 5% J ‘137 Fy: 

Commissions and/or margin *500 os 
1°831 Pe 


Parity 


: : A 120636306 
Less expenses at 1°831 % 


0220885 


12:0415421 By steamer 


12:04574 By air 

From these figures it will be seen that the 
export gold point from London to Amster- 
dam is 12:0415421 florins for £1 when the 
gold is dispatched by steamer. Transport 
by air, however, seems likely to influence 
continental gold shipments, and the out- 
going gold point to Amsterdam from London 
by aeroplane is 12:04574. 

The gold points with Germany also show 
a divergence as compared with the theoretical 
points. As will be seen from the calculation 
which follows, the parity is Rm. 20-42836, 
and the outgoing gold point from London 
to Berlin is 20:37474 by steamer, while with 
Bremen it is Rm. 20°3862. 
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London to Berlin 
1 kilo fine realizes in Berlin Rim. 27901 
I » costs in London , £136:56751 
£1 = Rm. 20°42836 
Expenses— 
Packing . - 5 *030 per mille 
Freight, 1s. 7d. per £100 ‘792 mA 
Insurance . : ¢ e/D> ” 
Interest, 4 days at 5% 548 ° ,, 
Commission, etc. : cle) 
2:02570 ee 
Rm, 20742836 
Less Expenses at 2'625 % ,, "05362 


” 


20°37474 


Bremen. 


By steamer Rm. 20-3862 
Cologne. i 


air 20°3894 

Trial shipments have been made by 
aeroplane, and have resulted in the gold 
export point from London to Cologne being 
Rm. 20-3894 to £1. 

Although the transport of gold bullion and 
specie by air is as yet in its infancy, almost 
every day brings a development of the 
business, not only because the passage of 
the gold is cheaper, but because on the whole 
it is likely to be safer and delivery more 
prompt. In a memorandum laid before the 
British Imperial Conference in 1927 it was 
also pointed out that the carriage of freight 
by air has several important advantages 
apart from mere speed. A specially note- 
worthy example is that the handling is 
reduced to a minimum, and the goods are 
under no risk from pilferage en voute. In 
these circumstances, insurance charges for 
air-borne goods are lower than for goods 
conveyed by surface transport. 

It is obvious that in this way the producers 
of gold will eventually benefit more than 
other producers by the successful develop- 
ment of commercial aviation, as the price 
received for the gold is governed to a con- 
siderable extent by the cost of sending it 
and the loss of interest during transportation 
from, say, South Africa, to other parts of 
the world, particularly to London and 
Bombay. 

In this connection, we may briefly refer 
to the importance to the gold producers of 
South Africa of the near advent of facilities 
for the export of gold to other countries by 
air. At the general meeting of the Crown 
Mines, Limited, held in Johannesburg on 
28th April, 1927, the Chairman stated that 
arrangements were being made for the 
establishment of a regular service for the 


1 Reichsbank reserves right to deduct Rm. 6 per 
kilo to cover cost of minting. 
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transport of passengers and goods by aero- 
plane between Johannesburg and Durban, 
and, eventually, by airship between Durban 
and England. That will mean a saving of 13 
to 14 days in the time now taken to get gold 
from Johannesburg to London by mail boats. 

The total value of gold bullion and specie 
exported from South African Union and 
Rhodesia during 1926 was 44,628,668, 
weighing with packing about 390 tons. The 
tail charges, freight, insurance, sundry 
expenses, and loss of interest involved in 
transporting this gold from South Africa to 
other countries amounted to approximately 
£375,000. Judging from what is taking place 
in Europe, it is no exaggeration to estimate 
that there would have been a saving to the 
gold mining companies of South Africa of 
about £100,000 had the export of gold and 
specie from the Union and Rhodesia in 1926 
been effected by air instead of by surface 
transportation. 

Another direction in which air transport 
will be beneficial is in connection with 
exchange rates. Except in extraordinary 
cases, the maximum fluctuation in these 
rates between countries that are on the gold 
standard depends upon the cost of sending 
gold from one country to the other. In 
other words, the cost of transmitting gold 
fixes the gold or specie points. It marks the 
limit to the rise and fall in the price of bills 
between any two gold centres. 

It is safe to assume, then, that wherever 
there is a direct air service between any two 
gold centres, the aeroplane will compete 
successfully with the steamship. In fact, it 
may be said that, as a direct result of the 
competition between air and steamer transit, 
the shipping companies have of recent days 
considerably reduced their freight rates for 
the transport of gold. 


GOLD, Purchase price by Bank of England. 


The price of gold purchased by the Bank 
of England is 77s. 9d. per oz. standard gold. 


GOLD, Purchases and Sales by the U.S.A. 
Treasury. 


The fixed price is $20-67183 per oz. fine. 
(See GOLD Ponts.) 


GOLD, Purchases by the Bank of England. 


The minimum price at which the Bank 
of England is obliged to purchase gold offered 
to it is laid down by the Bank Charter Act 
of 1844 at 77s. 9d. per standard ounce 
(£4:24090909 per fine ounce). This is under 
Section IV of the Act, which states that all 
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persons shall be entitled to demand from 
the Issue Department of the Bank, Bank of 
England notes in exchange for gold bullion, 
at the rate of three pounds seventeen 
shillings and ninepence per ounce of standard 
gold. The coinage of gold is conducted free 
of charge by the Royal Mint, and, prior to 
the passing of the Gold Standard Act of 1925, 
any person could take gold bullion of the 
minimum value of £20,000 to the Mint and 
was entitled to have it returned to him in 
sovereigns, containing the exact amount of 
gold which he had delivered. But, as the 
coinage took a considerable time, in practice 
it was found more remunerative to sell the 
gold to the Bank of England at 77s. 9d. 
This entailed a loss of approximately 14d. 
per ounce, and was reckoned to be equivalent 
to the loss of interest and other expenses 
incidental to passing the gold through the 
Mint. 

Section VIII of the Coinage Act of 1870 
was the one which entitled any person to 
take gold bullion to the Mint to have it 
assayed, coined, and delivered to him, but 
under Section I (c) of the Gold Standard 
Act, 1925, the right of taking gold to the 
Mint for coinage was reserved to the Bank 
of England. 

Gold for sale to the Bank of England has 
to be melted at the expense of the seller by 
London melters approved by the Bank of 
England, but the bank also accepts gold 
refined by the Rand Refinery Company, Ltd., 
of Germiston, South Africa, and, under 
certain conditions, of the assay offices and 
mints of the United States of America. The 
refineries in London charge 4d. per ounce for 
melting gold. The Bank of England when 
purchasing bars of gold requires them to be 
assayed by one of its recognized assayers. 
The charge, payable by the seller, is 4s. 6d. 
per bar. The Bank of England advances 
about 95 per cent of the value to the seller 
when the gold is deposited (sometimes more, 
according to circumstances). The balance is 
paid to the seller after the gold has been 
assayed, generally on the third day. 


GOLD, Sales by the Bank of England. 


The Bank of England sells gold at the rate 
of 77s. 104d. per ounce standard, which is 
equivalent to £4°247727 per oz. fine. Section 
I, subsection 2 of the Gold Standard Act of 
1925 states: “‘ The Bank of England is bound 
to sell to any person who makes a demand 
in that behalf at the head office of the Bank 
during the office hours of the Bank, and pays 
the purchase price in legal tender, gold 


GOL) 


bullion at the price of £3 17s. 10}d. per ounce 
troy of gold of the standard of fineness 
prescribed for gold coin by the Coinage Act, 
1870, but only in the form of bars containing 
approximately four hundred ounces troy of 
fine gold.” 

A 400 0z. bar thus described is worth a 
little over £1,700, and bars thus sold by 
the Bank of England are packed for export 
free of charge, except for the cost of the box 
(usually including packing, about 4s.). All 
arrangements for export have to be made 
by the buyer. 


GOLD, Selling price at the Bank of England. 


Gold is sold by the Bank of England at 
77s. 104d. per oz. standard gold. 


GOLD SHIPMENTS BY AEROPLANE. 
(See Gotp PoIntTs). 


GOLD, Shipping Costs to and from New York. 
(See Gotp Pornts.) 


GRANTEE. 


The term applied to a person in whose 
favour a letter of credit is issued. 


GRANTOR. 


The term applied to a banker who issues 
a letter of credit. 


GREAT BRITAIN, Advances to France. 


(See FRANCE, BRITISH ADVANCES TO THE 
BANQUE DE FRANCE.) 


GREECE, Money and Exchange of. 


The monetary unit of Greece is the gold 
drachma of 100 lepta. The coinage of Greece 
is identical with that of France and is of 
similar weight and fineness. For instance, the 
20-drachmae gold piece should weigh the same 
as the 2o0-franc piece, viz., 6-4516 grammes, 
-goo fine, and thus contain 5:80645 grammes 
of pure gold. Similarly, the 5-drachmae 
silver piece is of the same weight and fineness 
as the French 5-franc piece, 25 grammes, 
‘goo fine = 22°5 grammes pure silver. There 
were also silver coins of 1 drachmae, 50 lepta, 
and 20 lepta, as shown in the plate inset. 

Greece became a member of the Latin 
Monetary Convention in 1868, though the 
Monetary Law was not really put into effect 
in her case until 1875. 

Practically all the gold and silver coins 
have disappeared from circulation. 

There are coins of an alloy of nickel and 
tin in denominations of 20, Io, and 5 lepta, 
and bronze coins of 10 and 5 lepta. 
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The National Bank of Greece is the bank 
of issue, and since the Great War notes of 
as low a denomination as 10 lepta have been 
issued. There are also notes of 1 and 2 
drachmae and 50 lepta. 

Exchange with London is quoted in 
drachmae to £1, and the extent of the 
depreciation in the currency may be gauged 
from the fact that the rate quoted in 
February, 1928 stood at 368 drachmae to 
£1, which compares with the mint parity 
of 25:2215 drachmae to {1. 


GREECE, Par of Exchange with England. 
(See Mint Par.) 


GUADELOUPE AND DEPENDENCIES, 
Money of. 


The currency of Guadeloupe is on the basis 
of the French franc, but there is little metallic 
money in circulation. Silver coins, which at 
one time had a limited circulation, have 
disappeared, and have been replaced by 
nickel tokens termed “‘ bons”’ which are in 
denominations of 1 franc and 50 centimes. 

La Banque de la Guadeloupe has branches 
at Pointe-i-Pitre, and Basse Terre. Its note 
circulation in 1924 was Frs. 38,000,000. 


GUATEMALA, Money and Exchange of. 
The monetary unit is the quetzal, which 
is equivalent to the U.S.A. gold dollar, and 
the U.S.A. dollar is legal tender. 
The following are the coins— 


Gold : 20, 10, and 5 quetzales 
Silver : 1, 4, and } quetzal 
Bronze: 5,1 and $ peso 


Paper: 500 pesos down to 1 peso. 


The paper notes are inconvertible, but 
stabilization has been attempted at the rate 
of 60 pesos to the quetzal. 

Theoretically, Guatemala is on a gold 
basis, but for all practical purposes, it must 
be admitted that the country has still a 
badly depreciated paper currency, and the 
Government has made spasmodic attempts 
to meet the agitation against the ever con- 
stant depreciation of the currency by under- 
taking reform. In 1923, a “Caja Regula- 
dora’’ was established with a view to the 
stabilization of exchange. ‘‘ The Caja was 
given a directorate of nine members includ- 
ing the Minister of Finance, and was to buy 
and sell in paper currency foreign gold drafts. 
The Caja was to receive the income from an 
additional coffee export tax of 50 cents a 
quintal, and if this money were insufficient 
it was stated that the Government would 
provide further funds. An issue of bonds 
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was authorized. Accordingly, bonds were 
issued and are receivable in payment of the 
additional coffee duty. The rate at which 
drafts were to be bought and sold was deter- 
mined by the Caja. A rate of about 63 pesos 
to the dollar was selected when operations 
were first begun. As coffee bills came on the 
market the Caja was enabled to reduce the 
rates several pesos to the dollar’’ (Central 
American Currency and Finance, J. Parke 
Young, pp. 58-59). Further progress has 
been made with the scheme, and in 1925 
the Caja Reguladora definitely fixed the rate 
at 60 paper pesos for the U.S.A. dollar under 
the Ley Monetaria. 

The quetzalis ordained to weigh 25 grammes 
nine-tenths fine, and is, therefore, the same 
weight and fineness as the U.S.A. dollar. It 
is of the nominal sterling value of 4s. 

The silver quetzal or peso is not in general 
circulation, and paper money is still in full 
circulation, as well as the fractional parts 
of the peso as above mentioned, in nickel 
and bronze. The real (nickel) is of the 
nominal value of one-eighth of a peso, and 
} and $ reales are in circulation, as are also 
copper coins, introduced in 1915, of 124 and 
25 centavos. 

As it stands at present, therefore (1928), 
the Caja Reguladora exists for the purpose 
of regulating and maintaining exchange on 
New York at 60 pesos (or one quetzal) per 
U.S.A. dollar. 

The parity with the pound sterling is 
4°8665 quetzales to £1, or I quetzal to $1 
US 


The difficulties which complicate the 
problem of the reform of the Guatemalan 
currency are, says Dr. J. Parke Young, “‘ the 
way in which the currency system is closely 
tied up with the six banks of the country, 
and with the debt of the Government to 
these banks (the Government has borrowed 
in one way and another, largely from these 
banks in years gone by). The banks, the 
currency, and the Government debt are all 
inter-related. Any reform must involve all 
these factors. The security behind the bank- 
notes is the Government debt, and not until 
the Government pays the banks can the 
banks redeem their billetes. The Govern- 
ment has not sufficient funds to pay the 
banks, and, therefore a foreign loan is almost 
essential before a satisfactory reform can be 
accomplished and the currency placed upon 
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a sound basis.”’ (Central American Currency 
and Finance, p. 59.) 

Guatemala has, however, a bad record in 
regard to her external debt, involving default, 
a scaling down of debt in conversion opera- 
tions, involving loss to foreign creditors, and 
as the writer to whom we have referred 
points out, any new loan would have to be 
secured by adequate guarantees before it 
would find favour with reputable American 
bankers. 

As the currency of Guatemala cannot be 
shipped from the country in payment of 
international balances, exchange rates fluc- 
tuate erratically according to the demand 
for and the supply of drafts. These fluctua- 
tions result in obvious evils. Importers 
selling goods in pesos never know exactly 
what they will have to pay when purchasing 
dollars to cover the cost of their imports. 
In an endeavour to surmount the difficulties 
of exchange a large amount of business is 
done in terms of American dollars. The 
demand for foreign drafts emanates prin- 
cipally from the merchants and other 
importers. The larger firms usually buy on 
open account, while the smaller ones have 
drafts drawn against them which are either 
taken up by themselves or the banks for 
them. The supply of bills in Guatemala, on 
the other hand, on foreign countries comes 
almost entirely from coffee shipments. 
Therefore, the fluctuations in the price of 
bills tend to be influenced by the size of the 
coffee crop and the price it will bring in 
foreign markets. (Cf. Central American 
Currency and Finance, by John Parke 
Young. Princeton University Press.) 

The Anglo-South American Bank, London, 
publishes weekly a list of the latest exchange 
rates. (See RATES OF EXCHANGE.) 


GUATEMALA, Par of Exchange with London. 


The par of exchange between London and 
Guatemala is 4-8665 quetzals to £1. 


GUATEMALA, Par of Exchange with New 
York. 


The par of exchange between New York 
and Guatemala is 1 quetzal (or 60 pesos 
to $1.) 


GUINEA, Money of. 


The currency in circulation is similar to 
that of France. 


GREECE 


SILVER COINS 


FIvE-DRACHMAE SILVER PIECE, 1833 
Obverse and Reverse 


5) 


This is known as the ‘‘ 5-Drachmae piece of Otho.”’ Weight, 22:385 grammes, goo fine 


Left to right: 50-Leptapiece, 20-Lepta piece, 2-Drachmae piece 
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HAIKWAN TAEL. 


A term for an uncoined weight of silver, 
which the Chinese Maritime Customs uses in 
its collections and statistics. It represents 
583°3 grains of silver, 1,000 fine, and is equal 
in value to $1-50 Mexican. (See CHINA.) 


HAITI, Republic of, Money and Exchange of. 


The monetary unit of Haiti is the paper 
gourde, which has been stabilized since the 
American occupation at 20 cents U.S.A. to 
I paper gourde. The Banque Nationale de la 
Republique d’Haiti (owned by the National 
City Bank of New York) is the bank of issue, 
and the following notes circulate— 

I, 2, 5, and ro gourdes 

Nickel coins are: 5, 10, 20, and 50 centimes 

Copper re I, 2, and 3 centimes 

A large amount of American dollar notes 
circulate, principally in the coast towns. 

Practically all exchange operations are 
done on the basis of the American. dollar. 

Banking operations are also carried on by 
the Royal Bank of Canada, which has a 
branch at Port-au-Prince. 


HARBIN. 
(See MANCHURIA.) 


HASSANI DOLLAR. 


This is a silver coin circulating in Morocco. 
(See Morocco.) 


HEDGING. 


Hedging is a device whereby the purchaser 
of foreign exchange protects himself from 
fluctuations in rates over a given period by 
buying the required amount of currency for 
future delivery. 

To persons not actually engaged in foreign 
exchange the hedging problem is often very 
difficult to understand. Long before the 
development of foreign exchange business 
that has taken place in recent years, hedging 
was a common practice in some of the 
commodity markets, so perhaps a description 
of the function of a ‘‘ futures”’ market in 
grain, etc., may serve to make the working 
of the business easier of comprehension. 

Many persons not acquainted with the 
function of a futures market are critical of 
it on the assumption that dealing in futures 
is nothing more nor less than gambling, in 
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that these futures do not represent real grain 
but only contracts to deliver grain. For 
instance, the fact that the volume of wheat 
contracts for future delivery in Chicago in 
the last five years has averaged 19 billion 
bushels a year, or about four times the 
average crop, is held to be prima facie 
evidence of excessive speculation, to the 
detriment of both the producer and consumer 
of agricultural products. It is even claimed 
that the commissions and “ profits” of all 
this turnover are at the expense of producers 
or consumers. As a matter of fact, it is of 
no more consequence that the volume of 
grain futures sold exceeds the total crop, 
than that the amount of bank clearings 
every year far exceeds the amount of real 
cash in the country. Grain futures are a 
contract to deliver grain and bank cheques 
are an order to pay money, but in both cases 
many of the transactions are off-setting and 
cancel each other so that the balance to be 
settled in grain or cash, as the case may be, 
is relatively small. The important thing is 
that each individual contract be met at 
maturity, and that a broad market exists 
at all times, not simply for commodities 
needed for immediate consumption, but for 
commodities in which there may be tem- 
porarily a surplus and which must be carried 
by someone pending their final distribution. 
The futures market performs this function. 
Were it not for this market and the large 
body of professional grain dealers who are 
willing to assume the risks of carrying 
products until they are needed for consump- 
tion, the farmer would be obliged to assume 
these risks himself, or to see his markets 
melt away from him under glut of the 
seasonal movement of commodities that 
occurs in the fall of the year. 

Now one of the most important of the 
functions of a futures market is in connection 
with ‘‘ hedging ’”’ operations. Hedging is the 
method by which the purchaser of some such 
commodity as wheat or cotton protects 
himself against fluctuations in the price of 
his raw material during the time it is in 
process of manufacture into flour or cloth, 
as the case may be. It is common on many 
of the commodity markets, and its impor- 
tance to the manufacturer can hardly be 
exaggerated. A flour miller, for example, at 
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the time of buying his cash grain at a price 
which he thinks will enable him to make up 
his flour and sell it at a profit, “‘ hedges ”’ 
this purchase by a sale of grain for future 
delivery. If, then, the market for wheat 
declines, and he is forced to take a loss on 
his flour, he is in a position to offset this loss 
by going into the market and covering his 
short sale of wheat at the lower prices then 
current. Thus the business of flour milling is 
made much less speculative and the miller 
is enabled to do business on a smaller margin, 
which means the farmer gets more for his 
grain and the consumer pays less for his flour. 

It is essential, of course, that in these 
dealings, there be assurance of adequate 
supplies of grain at all times to enable 
“hedging ’’ dealers to cover without undue 
disturbance to the market. 

Now, in the main, the principles of hedging 
in the foreign exchange market do not differ 
fundamentally from those ruling in the com- 
modity markets, so we are now in a position 
to see how the business works. 

The operations to be undertaken, it is 
plain, form part and parcel of “‘ forward ”’ 
exchange. Let us suppose, for example, that 
an American exporter has contracted to 
supply a London merchant with some com- 
modity for a total cost of £1,000; time of 
delivery of goods 60 days hence ; method of 
payment, the American to draw a demand 
bill on the London importer for £1,000 at 
time of shipment. He knows that he has 
made a future contract for the sale of goods 
value £1,000, and will have a sterling 
demand bill for that amount for sale at the 
time of the shipment. He may, of course, 
decide to take the risk of exchange himself, 
and take whatever rate of exchange is offer- 
ing on the day of shipment. Suppose he does 
so and the rate be, say, $4°85 to £1; he 
would receive for the sale of his draft 
$4,850; but if the rate has moved against 
New York, say, to $4:84, he would get only 
$4,840, and would have lost $10 by neglect- 
ing to cover the risk, or “‘ hedge’ against it. 
The wiser course, and the more probable one 
that would be adopted in practice, would be 
for the American exporter to ‘ hedge” 
against exchange, and sell to a bank or 
exchange dealer £1,000 of sterling demand 
exchange for forward delivery. Say he makes 
his sale contract for the goods on tst 
December, 1927, and they are to be delivered 
on 30th January, 1928. He can sell his 
£1,000 demand on London in New York at 
an agreed rate of exchange on 1st December, 
1927, for delivery on 30th January, 1928. 
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If the rate on 1st December be $4°85, the 
New York banker makes a contract to pay 
that rate for a bill for £1,000 at the agreed 
date. The American exporter would thus 
get $4,850, and so the exchange speculation 
is eliminated for him. If on date of fulfilment 
of the contract, 30th January, 1928, exchange 
has moved against London and the rate be, 
say, $4°84}3, the American exporter would 
nominally lose on the transaction, since by 
waiting instead of ‘‘ hedging ”’ he could have 
sold his demand bill for £1,000 for $4,845, 
or $5 less than the sum for which the banker 
had made a contract to deliver dollars, while 
if the rate had moved in favour of London, 
say, to $4:854, he would nominally have lost 
$5. But it will be agreed, if he elects to play 
for safety and to base his business deal on a 
certain rate of exchange, he has to pay 
something for the privilege. 

The position of the banker may now be 
examined. If, at the time of the delivery 
of dollars under his contract, exchange has 
moved in favour of London and has risen, 
say, to $4°854, he himself stands to lose $5, 
as he has contracted to give $4,850 in 
exchange for a £1,000 demand bill, and has 
himself to pay $4,855 for the dollars—in 
other words, the exchange costs him more 
than he has elected to pay for it, though the 
rate may just as well have been the other 
way, and if it had dropped to $4:84 he would 
gain correspondingly. In practice, however, 
the banker himself also covers by “‘ hedging.” 
On the same date that he made the contract 
with the American exporter, he will cover 
himself by purchasing forward from another 
bank or exchange dealer delivery in 60 days’ 
time at a lower price than that which he has 
quoted the exporter, or, as frequently 
happens, before quoting the seller of the 
demand £1,000 bill a forward rate, he himself 
will obtain a quotation from some other 
dealer and base his buying rate on it. (See 
LONG ON EXCHANGE ; SHORT ON EXCHANGE ; 
and FORWARD EXCHANGE.) 


HEJ AZ, Money and Exchange of. 


The kingdom of Hejaz which attained its 
independence in the Great War, is the most 
important principality in Arabia. The 
present Emir, Husein Ibn Ali, proclaimed 
his independence on 5th June, 1916, and in 
November, 1916, assumed the title of King 
of Hejaz. Formerly, the money of account 
was the Arabian Muhammadi of 20 gaj and 
Maria Theresa dollars circulated. In 1926 an 
order was placed with the Royal Mint, 
London, for one, half, and quarter piastre 
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pieces, in cupro-nickel for circulation in 
Hejaz. The Hejaz-Nejd Coinage Regulation 
came into force on 23rd January, 1928. It 
is provided that the former Turkish coins 
shall cease to be legal tender, and will be 
replaced by silver Arab dollars, half dollars, 
and quarter dollars. Exchange is based on 
sterling, the value of the pound being fixed 
at 1o Arab silver dollars, or 110 piastres 
miri or 220 local piastres. 


HELSINGFORS, Par of Exchange with 
London. 


The par of exchange of London and 
Helsingfors is 192.23 Finnish markkaa to £1. 


HOLLAND. 


(See NETHERLANDS, MONEY AND Ex- 
CHANGE OF, and NETHERLANDS East INDIEs.) 


HOLLAND, Par of Exchange with 
England. 


(See MINT Par.) 


HONDURAS, British. 
(See BRITISH HONDURAS.) 


HONDURAS, Money and Exchange of. 


In 1918 a definite attempt was made to 
put Honduras on the gold standard, but it 
failed miserably, and to all intents and 
purposes the monetary standard of the 
country is still silver. 

In 1921 a detailed plan for monetary 
reform was drafted by the financial adviser 
to the Government. It aimed at the intro- 
duction of the gold exchange standard, 
but although Honduran gold coins were 
authorized, the intention was to make 
American paper or gold money the basis of 
the system, while the fiduciary currency 
would comprise national money, guaranteed 
by a reserve of at least 35 per cent, to be 
kept in the U.S.A. for the purpose of redeem- 
ing the fiduciary coins at par, plus a premium 
approximately equal to the cost of shipping 
American currency. 

The proposed monetary unit was to be the 
peso oro, similar in weight and fineness to 
the American dollar, to which the country 
has become accustomed. The fiduciary coins 
were to be similar to those of the U.S.A., 
with an additional copper coin equal to one- 
half of an American cent, or equal to the 
Honduran centavo. The project met with 
the approval of commercial men and of the 
principal members of the Government, but 
was not favourably acted upon by Congress, 
mainly owing to political complications and 
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unwillingness to undertake reform, due to a 
general lack of understanding of the provi- 
sions of the plan. 

The nominal currency is silver, the coins 
being the silver peso (equal to 100 centavos), 
with subsidiary coins of 50, 25, 124, and 
5 cent pieces. The copper coins are the 
2 cent and 1 cent pieces. 

Heavy clandestine shipments of silver 
have been made from time to time, and the 
silver currency in most parts has been almost 
entirely replaced by American paper money. 
There is thus considerable confusion, and 
the present position is described by Dr. 
J. Parke Young to be both peculiar and 
unsatisfactory. As he says, the country 
really has a dual currency, inasmuch as it 
seems to have both the gold standard and 
the silver standard at the same time. 

Apart from the north coast and Teguci- 
galpa, the country is practically on the silver 
standard, and American money is seldom 
seen. ‘‘ Outside of these two sections, the 
banks are reluctant to make payments in 
American money owing to the difficulties in 
obtaining it. The market for the purchase 
of drafts with the old silver money is not 
very broad, but the rate of exchange for 
silver money has fluctuated between 205 and 
235 peses for $100. 

“On the north coast the currency is almost 
exclusively American money; in Teguci- 
galpa it is about three-fourths domestic 
silver and one-fourth American money, the 
silver being at a discount in terms of 
American money. In the remainder of the 
country the currency is almost exclusively 
domestic money. 

‘Tt is probable that the situation is more 
or less transitory and that unless there is 
positive reform the country will either go 
back to the silver standard as it prevailed 
before the war, or the old money will 
become adjusted to American money, and 
as fiduciary money become a part of the gold 
standard. If the Government should guar- 
antee the silver money, or if confidence in it 
should be restored, it would be treated as 
fiduciary money, and unless it proved to 
exist in an excessive amount, would circulate 
on a par with the American money. The 
American money in the country might be 
looked upon as an elastic element in the 
currency to take up the slack in the balance of 
payments in the foreign trade. In order to 
assure the permanency of the gold standard, 
however, the arrangement is unsatisfactory, 
since in a year of poor exports the American 
money might all leave the country. 
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‘On the other hand, if the price of silver 
should rise, and should rise sufficiently high, 
the old coins would be withdrawn from 
circulation and be replaced again by Ameri- 
can money. When the price of silver is at 
7o cents an ounce the coins are worth 
approximately 50 cents, the legal rate. 

“The ‘ real’ which is one-eighth of a peso 
and equivalent to 6} cents in American 
money at a two to one basis, is a common 
unit of account. Pieces of one real have 
mostly ceased to circulate, although a large 
number of pieces of two reales are in circula- 
tion.”’ (Central American Currency and 
Finance, pp. 116 et seg., John Parke Young.) 

As Dr. Young surmised, the Government 
has taken action by practically linking its 
currency to the American dollar. On 3rd 
April, 1926, a Decree was issued creating a 
new monetary unit for Honduras—the 
lempira, to contain 0-836 gramme of gold, 
‘goo fine, or the equivalent of half the U.S.A. 
gold dollar. This was really the relation 
already established between the Honduran- 
ean currency and the dollar by earlier 
decree. The following coins are authorized— 


Gold: 20 and to lempiras, weighing 16-71812 and 


8-35905 grammes respectively, -go00 fine 
Silver : 50 and 25 cents, weighing 10 and 5 grammes 
respectively, -720 fine 
Subsidiary coins are to be 5 cents nickel- 
bronze (copper 75 parts, nickel 25) weighing 
5 grammes; I cent bronze (copper 95 parts, 
tin and zinc 5) weighing 3 grammes. 
The new coinage does not yet appear to 
be in circulation. 


HONG-KONG, Money and Exchange of. 


The existing currency of Hong-Kong, it is 
said, recalls the earliest phase of currency in 
the seventeenth century Plantations in 
America; and, just as the old silver piece 
of eight, nearly three centuries ago, was 
found to be dominating the currency of the 
ancient West Indian colonies, so the dollar, 
in one form and another, which is the lineal 
descendant and modern representative of 
the piece of eight, is still found to be the 
dominating currency of Hong-Kong to-day. 
If Hong-Kong be not China, yet, in virtue 
of its geographical position, and owing to its 
extremely large population, the colony is 
really Chinese by nature, 

Hong-Kong is the deep sea port of 
Southern China. The direction in which the 
island lies is from N.W. to S.E., and it is 
separated from the mainland by the Straits 
of Ly-u-mun, which gradually expand into 
a beautiful and magnificent harbour, with 
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an area of some 10 miles. It is this harbour 
which makes Hong-Kong the port for the 
South of China. It gives to it the pre- 
eminent position as the centre for British 
commerce with China, Japan, and the other 
great nations of the East, and therefore it is 
owing to the enormous trade with China 
that the currency of the colony has developed 
in harmony with Chinese ideas and require- 
ments. 

The silver tradition to which the Chinese 
cling so tenaciously has proved, in practice, 
insurmountable, and Hong-Kong has been 
drawn, willy-nilly, into the Chinese “ cur- 
rency area.” To understand the currency and 
exchange of Hong-Kong, it is necessary to 
study the history of currency development 
in the colony. 

The circulation of silver trade dollars in 
Hong-Kong was in a fairly advanced state 
long before the advent of the British into the 
colony. The old Spanish dollars had drifted 
to various parts in China—Amoy, Canton, 
and Ningpo—in connection with the trade 
instituted by the Spaniards with the Chinese 
in the year 1575. The Spanish base was at 
Manila in the Philippine Islands, from which 
was carried on a desultory kind of trade with 
China, and in course of time the Spanish 
dollar percolated to Hong-Kong. Types of 
these old dollars are shown on the plate inset. 

After the British took over the island from 
the Chinese in 1842, currency matters were 
allowed to drift for a short period. But on 
29th March, 1842, a Proclamation was issued 
making legal tender Spanish, Mexican, and 
other silver dollars, the rupee of the East 
India Co., and the copper “‘ cash ”’ of China. 
This was applicable to all bazaar dealings, 
etc., but not to mercantile transactions. On 
27th April, 1842, a further Proclamation 
was issued making ‘‘ Mexican and other 
Republican dollars’? the standard in all 
Government and mercantile transactions at 
Hong-Kong. This step did not meet with 
ready acceptance. The British were anxious 
to extend everywhere in their colonies the 
circulation of English coins, and they saw 
no reason why Hong-Kong should be the 
exception to the rule. Accordingly, on 28th 
November, 1844, a new Proclamation was 
issued revoking the former one, and fixing 
British silver as the nominal standard, with 
the following coins rated for concurrent 
circulation: East India Co.’s gold mohur 
(coined since rst September, 1835), £1 9s. 2d., 
the rupee, 1s. t1od.; dollars—Spanish, 
Mexican, and South American—,s. 2d.; 
Chinese cash, 288 for Is. 


HONG-KONG 


(1) CaroLtus DOLLAR (1761) 
Obverse and Reverse 


_Piastre or peso of 8 Reales de Plata of Carolus III. Weight, 27-064 grammes, 916-667 fine 


(2) Ferpin VII DOLLarR (1820) 
Obverse and Reverse 


Piastre or peso of 8 Reales de Plata (pillar dollar). Weight, 27:066 grammes, -902:‘778 fine 
No. 1 shows a dollar heavily ‘“‘ chopped ”’ by the Chinese 


Types oF SPANISH DOLLARS (OR PIECES OF 8) FOUND CIRCULATING IN HONG-KONG 
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HONG-KONG 


(1) Mexican DOLLAR (2) Mexican DOLLAR 


Obverse and Reverse Obverse and Reverse 


(On the Eagle can be seen the ‘‘ chop ”’) 


Mexican DoLLArs FouND CIRCULATING IN HonG-KONG 


93 


HON] 


In making this regulation the Government 
had failed signally to realize the actual 
position. The Chinese always, except in the 
most trivial affairs, carried out their transac- 
tions through the medium of silver by weight 
and not by count, so they simply ignored 
the new Proclamation and continued on in 
the even tenour of their way; the silver 
dollar was the only monetary unit they 
recognized. Apart from the Chinese, the 
mercantile community also treated the 
Proclamation as mere waste paper; every- 
where, except in Government offices, ac- 
counts continued to be kept in dollars and 
not in sterling. But the Government itself 
persisted in considering the colony of Hong- 
Kong to be on a standard of currency similar 
to its other colonies, and when, as the 
outcome of the Australian gold discoveries, 
silver was made limited legal tender for 4os. 
in Australia (on 16th October, 1852), the 
measure was made to apply also to Hong- 
Kong. The new measure became law in 
Hong-Kong as from 27th April, 1853, and 
from that time forward Hong-Kong was held 
to have a gold currency with subsidiary coins 
of silver and copper. Even so, the Proclama- 
tion of 1844 and subsequent measures, were 
inoperative and of no effect. 

Matters drifted along in an unsatisfactory 
state until a curious incident happened 
which, of itself, gave impetus to the over- 
riding of the legislative enactment. A legal 
decision, by the Colonial Chief Justice, was 
given to the effect that “ when contracts 
were made in dollars, payment must be 
made in such coins and not in those speci- 
fied in the Queen’s Proclamation of 1844.” 
Seemingly, the Colonial Government acqui- 
esced without demur in this decision, which 
hit at the very root of its currency policy in 
Hong-Kong, and in course of time the 
Mexican dollar became the recognized stan- 
dard coin of the colony. The Chinese thus 
came to regard the coins with favour; they 
were practically obliged to, for the stock of 
old Spanish dollars, which had previously 
reached them from the Philippines, had 
rapidly decreased in proportion to the 
increase in trade in the East. 

However, Hong-Kong was not formally 
and finally recognized as outside the currency 
area of Great Britain until 9th January, 1863, 
when a new Proclamation was issued can- 
celling all former Proclamations, and making 
the Mexican dollar or other silver dollar of 
equivalent value, as authorized from time to 
time, the only unlimited legal tender. Provi- 
sion was also made for the minting in London 
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of certain subsidiary coins of silver and 
copper. The authorities did not leave the 
position at that. Soon they became con- 
vinced that the way was open for the 
introduction of a British dollar, and legal 
sanction was given for the opening of mints 
and the coinage of dollars in Hong-Kong. 
The hope was that these British dollars would 
extend the British sphere of influence in the 
East, and provide a “ clean ” currency which 
would defeat the exactions of the Chinese 
compradors. Provision was, therefore, made 
for the minting of British dollars of a weight 
of 416 grains, -goo fine ; half dollars were also 
struck of proportionate weight and fineness ; 
and of the subsidiary coins, a 20-cent piece 
and a 5-cent piece were issued. 

These Hong-Kong dollars were moulded 
after the fashion of the Mexican dollar, but 
they failed to meet with the favour of the 
Chinese. Other circumstances, to wit, an 
adverse exchange at the time of their 
introduction, and a minting charge (seignior- 
age) of about 2 per cent combined to make 
the new issue a failure, and before very long 
the dollars were accepted by the Chinese 
only at a discount of 1 per cent or more. 

This dismal failure of the latest currency 
experiment led the colonial authorities to 
abandon the idea of coining their own 
dollars. Within a brief space of two years, 
the mint at Hong-Kong was dismantled, the 
machinery scrapped, and the whole lot sold 
to Japan. The mint had been open from 
May, 1866, to May, 1868. Some years 
afterwards it is recorded that British dollars 
were to be found circulating at par with the 
Mexican coin; while the sub-coin, which at 
one time had depreciated to no less than 
35 per cent, gradually rose until par was 
reached; and then, owing to the con- 
venience of this sub-coin, a substantial 
premium on the nominal value was estab- 
lished by those who were eager to have the 
coins. As a matter of interest, it may be 
mentioned that 2,108,054 dollars were minted 
at Hong-Kong. 

Had the Government persevered with its 
minting activities, it is possible that it would 
have succeeded, though it would doubtless 
have been a costly and uneconomic business 
for the colony. 

However, as British dollars did eventually 
find favour in 1895, a new currency measure 
was passed in that year. Under this enact- 
ment, a British dollar was coined at the Royal 
Mints in Bombay. and Calcutta, and these 
have continued to pass freely in Hong-Kong. 
The British dollars have also been coined in 
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fairly large quantities from time to time at 
the Royal Mint in London. These dollars 
are all identical in weight and fineness with 
the former British dollars, viz., 416 grains, 
‘900 fine. They have also drifted to North 
China where, until the revolution, the 
Chinese readily accepted them. 

At the present day, however, Mexican 
dollars and “‘ chopped ”’ dollars remain legal 
tender. ‘‘Chopped’”’ dollars are taken by 
weight and not by count, 717 Canton taels 
weight being equal to 1,000 dollars. The 
Mexican dollar is now a disappearing quan- 
tity, and the coin has practically disappeared 
from circulation in Hong-Kong. The coins 
officially circulating in Hong-Kong are— 

The British silver dollar, weighing 416 grains, 
‘goo fine = 374-40 grains pure 

50-cents silver piece, 209°52 grains, -800 fine 
20-cents 83°81 

ro-cents 41°90 
5-cents 20°95 


” ”? ” 


” ” ” 


” ” ” 


This group of subsidiary silver coins is 
known as “ sub-coin.”’ 

The term “chopped” dollar requires 
explanation. The difference between a 
“chopped ” dollar and a “clean ’”’ dollar is 
this. The Chinese stamp or place their seal 
on all dollars coming into their possession, 
and the object of their placing this form of 
trade mark on the coin is to guarantee that 
the dollar is a proper dollar. In other words, 
when a Chinaman finds a well-known seal or 
“chop ”’ on a coin, he is sure that it is what 
it purports to be—a good dollar of known 
weight and fineness. Each time this chop- 
ping or punching takes place, the effect is to 
remove a minute portion of the dollar, and 
although it is done in order to prove that the 
dollar contains something more than a mere 
silver casing, the ultimate effect is to deface 
the coins and to cause them to lose in course 
of time an appreciable part of their value. 
Examples of chopped dollars are shown in 
the plate inset. 

A dollar without any of these marks is 
termed a “‘clean’”’ dollar; and when it is 
realized that dollars which have been 
stamped many times lose their “‘ ring,” in 
addition to a part of their original worth, it 
will be readily understood that they are 
inferior in value to clean dollars which, for 
that reason, frequently command a premium 
in Hong-Kong over the chopped coins. 

The whole custom of ‘“‘ chopping ”’ dollars 
is a nuisance to the currency authorities, 
since, in keeping with Gresham’s law, the 
heavily chopped dollars drive from circula- 
tion the clean dollars. From time to time 
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British dollars and sub-coin have disap- 
peared from the colony, and, finally, for the 
colony’s own protection, the Government 
was obliged to prohibit their export. On 
30th June, 1922, a Proclamation was issued, 
and since then the export of the coins has 
been illegal. Up to that time exchange 
dealers and others, as well as the natives, 
had more or less openly shipped dollars 
to other parts of China, principally to the 
North. The transaction resolved itself 
into one of simple arbitrage. As long as 
cover in the shape of telegraphic transfers 
on Hong-Kong (either direct from Tientsin 
or via Shanghai) was obtainable against taels, 
at a rate below the one obtainable for the 
imported dollars, it was possible to do the 
business. With a prohibition on the export 
of silver dollars, those dealing in exchange 
have had to recognize that payment in bank- 
notes in Hong-Kong is the basis for exchange 
and business operations. This, therefore, 
introduces a further factor into exchange, 
though rates are still governed, as far as 
England and other gold standard countries 
are concerned, by the value of silver in terms 
of gold, and exchange with Hong-Kong is 
governed by variations in the gold price 
of silver. 

The notes circulating in Hong-Kong are 
those issued by the three British banks, the 
Hongkong and Shanghai Banking Corpora- 
tion, the Chartered Bank of India, Australia, 
and China, and the Mercantile Bank of 
India. They are in denominations of $1,000, 
$500, $100, $50, $25, $10, $5, and $1 and, 
as will be seen by the following return of the 
issues, the notes of the Hongkong and 
Shanghai Banking Corporation are the 
favourites— 

RETURN OF THE AVERAGE AMOUNT OF BANK NorTeEs 

IN CIRCULATION AND OF SPECIE IN RESERVE 

IN HoncG-KoNG, DURING THE MONTH ENDED 


30TH SEPTEMBER, 1927, AS CERTIFIED BY THE 
MANAGERS OF THE RESPECTIVE BANKS 


1 
3 | Average Specie in 
Banks Amount | Reserve 
| 
Sadiies ere - | $14,597,420 | $5,800,000! 
Shinkei Gack i 46,221,200 | 34,000,000 2 
Mercantile Bank : Pe Re LO 580,000 
$62,589,730 | $40,380,000 
———— 


1 In addition, sterling securities deposited with 
the Crown agents for the Colonies, valued at 
£1,271,100. 

* In addition, sterling securities deposited with 
the Crown agents for the Colonies and Straits 
Government, valued at £3,287,205. 
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As this return shows, there is ample 
security behind the notes; it comprises 
chiefly specie and Government securities for 
fully two-thirds of the notes in circulation, 
except in the case of the Mercantile Bank, 
whose circulation is governed by rather 
different conditions. 

Ever since 1872 the Hongkong and 
Shanghai Banking Corporation in Hong- 
Kong has been permitted by the Colonial 
Government to issue notes of the denomina- 
tion of $1, and for various reasons, the 
principal of which appears to be their utility 
as a substitute for clean dollars (by taking 
notes, one saves certain charges exacted by 
the suppliers of clean dollars), these small 
denomination bank-notes are very popular 
among all classes of the community. The 
bank is known to the Chinese as ‘‘ Wayfong,”’ 
and its notes enjoy a popularity among the 
natives comparable only with that enjoyed 
by the Bank of England notes in Europe. 
The more the notes have found favour with 
the Chinese, the less has been the demand 
for silver dollars in Hong-Kong for trade 
purposes; and, as a result, the notes have 
frequently commanded a premium as com- 
pared with the silver dollar. 

Now the fundamental basis of exchange 
between Hong-Kong and gold standard 
countries, is the gold value of the silver 
content of the dollar; if the price of silver 
rises in value, then exchange, say, with 
London, will also rise ; if silver falls in price, 
then exchange quickly follows suit, a state 
of affairs which requires some interpretation. 
There are one or two factors to be con- 
sidered, or, as we had better call them, 
influences which affect rates. The first is the 
state of trade ; the other, the cost of turning 
silver bullion into silver money and “ laying ’”’ 
it down in the centre in which it is legal 
tender. 

With Hong-Kong this laying-down cost is 
approximately 3 per cent, the seigniorage 
on the British dollar being 2 per cent and 
the cost of import into the colony about 
I per cent. If there be a large export trade 
from Hong-Kong, then exchange will be 
above the laying-down price of the silver 
dollar ; if imports preponderate, the position 
will be the reverse, since if there is a large 
import business and there is a heavy demand 
upon the banks for remittances of, say, 
telegraphic transfers to London, and a 
limited export of merchandise from Hong- 
Kong, then the tendency will be for the 
rate to be under the laying-down cost of 
silver. 


In practice, all transactions are governed 
by these factors ; and the actual basis is the 
seigniorage on British dollars, and the other 
charges relative to silver shipments, such as 
freight, insurance, and loss of interest, all of 
which have to be taken into account. If 
these charges are added to the price of silver 
dollars, the result is the laying-down cost, 
and this gives an approximate idea of what 
the exchange quotation should be. 

Then there are the notes. The principal 
rates of exchange with the East are those 
for telegraphic transfers, and this particular 
quotation between Hong-Kong and London 
is taken to mean “ payment in notes’’; 
hence it follows that to the above charges 
must be added the premium on bank-notes 
in Hong-Kong, and the result will be the 
exchange parity. With a discount on notes, 
the charges would, of course, be deducted. 
To avoid misapprehension, it may be said 
that banking and mercantile custom in 
Hong-Kong recognizes this payment in notes 
as the basis for all exchange and business 
operations. 

There are various formulae used to show 
the cost in Hong-Kong of British dollars 
minted in India and London. Eduard Kann, 
in his Currencies of China, pages 365 et seq., 
gives a number of them, from which we 
select the following— 


For British DOLLARS MINTED IN LONDON 
= 1 British dollar 

= 415985 grains silver 

= 1 02, 

= goo oz. fine (Hong-Kong) 
= London price in pence 


? pence 

If 1 British dollar 
If 480 grains silver 
If 925 fine (London) 
If 1 02. 


Constant = 0-843212 


The charges, apart from minting, are 
variable, interest, of course, varying accord- 
ing to market conditions, but for the sake of 
example, may be taken as 5 per cent for 
40 days, and on this basis we get— 


Constant . ; . 0843212 
Seigniorage 2% . . 0:001686 
Charges, say, 1% . 0°008432 
Interest 5% for 40 days . 0'004670 

0:858000 


This, multiplied by the price of bar silver 
in London, will give approximately the rate 
of exchange for telegraphic transfers with 
Hong-Kong. For example, given a price for 
silver of, say, 26d. per standard ounce, then 
0°858 X 26 = 1/10°308, OF, Say, IS. tozd. per 
British dollar for T.T. 
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For dollars minted in Bombay a different 
formula is given— 


? Rupees 

If Hong-Kong price 
for bar silver be for 

If 1 Canton tael 

If 0°375 oz. 

If 100 tolas 


l 


100 Hong-Kong dollars 


71-7 Canton taels weight 
1:208 oz. 

1 tola 

Price of bar silver in rupees 


Constant = 230°9 


It will be observed that here the missing 
factors are the price of silver in Hong-Kong 
and the price of silver in India; conse- 
quently, to obtain the parity between the 
Hong-Kong dollar and the Indian rupee, the 
constant would have to be multiplied by the 
price of bar silver in rupees and divided by 
the Hong-Kong price for bar silver, the 
fraction being— 

Price of silver in rupees 
Hong-Kong price for silver 


Hou Wd 


230°9 X 


Exchange is quoted on various places, and 
the following is an example of an exchange 
list current on 20th October, 1927— 


On London— _T.T. ts. 11 $d. 
Bank bills . demand rs. 11}2d. 
A . 30 d/s — 
3 4m/js_ as. 
Credits A 3 2s. ofd. 
Documentary 4 ,, 2s. ofd. 
On Paris— Demand + 1,230 
Credits - 4 m/s 1,305 


On Bombay— T.T. 1324 

On New York—Bank bills . demand 48} 
Credits . 6od/s 49% 

On Shanghai— Bank bills at sight 784 

A few words may be said in explanation 
of these rates. On London, the T.T. rate 
represents the amount of sterling which will 
be sold for transfer to London by wire in 
exchange for 1 dollar local currency. The 
demand rate for bank bills, it will be seen, 
is 1/16d. less favourable to the seller, i.e. 
more sterling is given to the buyer, as he is 
out of his money for the time the bill is en 
voute to London. So with the four months’ 
sight rate, the additional sterling represents 
approximately the interest on the money 
the banker has the use of until the bill is 
paid. The rate for “‘ credits’ refers to bills 
drawn under first-class letters of credit, 
while the documentary rate is that for bills 
drawn with documents attached. 

The rates on Paris mean the number of 
francs that will be sold for 100 dollars local 
currency. On New York the quotations are 
U.S. dollars for 100 Hong-Kong dollars. The 
Indian rate shows that for 100 dollars paid 
in Hong-Kong 132% rupees will be paid in 
Bombay by telegraphic transfer, while the 
Shanghai rate indicates that 100 Hong-Kong 
dollars are worth only 784 Shanghai taels. 
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In practice, the usual differences will be 
found between buying and selling rates. 
(See also CHINA.) 


HOUSE PAPER. 


House paper, so called, comprises bills 
drawn by foreign branches of a firm on its 
London house, or vice versa, that is, bills 
bearing identical names as drawers and 
drawees. A distinction needs to be drawn 
in connection with house paper. Bills drawn 
by one branch of a firm on another branch 
of the same firm, having documents attached 
relating to actual shipments of merchandise, 
have, so to speak, security behind them, 
although they are not ‘‘ two-name”’ paper. 
The risk arises where a firm draws these bills 
“clean,” that is, without documents in any 
shape or form attached. Such bills are a 
doubtful form of finance paper, and when 
they make their appearance on the market, 
firms are said to be drawing bills “‘ pig on 
pork ”’ and “ pork on pig.” 

There would not be much trouble if the 
circumstances were known to the market, 
but as it happens sometimes that two 
branches of the same firm work under 
different names, it is difficult to discern which 
bills come under this category. Careful 
scrutiny is necessary to enable bankers to 
discern paper which is suspected to be “ pig 
on pork,” and the discovery that a trader 
is indulging in this doubtful form of finance 
should be the signal for the banker to go 
carefully with him. (See Finance BILts and 
KitTE FLYERs.) 


HUNDI. 


A hundi is a native bill of exchange 
extensively used in the finance of the inland 
trade of India; it is usually drawn for a 
term of two months. A “ Darshni hundi”’ 
is an Indian native sight bill. (See SHROFF ; 
BaAniAn ; MULTANIS; and MAaRwar!.) 


HUNGARY, Money and Exchange of. 


The currency of Hungary, prior to the 
autumn of 1925, was the korona (or crown) 
of roo filler. On 27th October, 1925, a new 
currency Bill was introduced and under 
Act XXXV (clause 1) another unit of value 
was promulgated on 21st November, 1926. 
The new monetary unit is called the ‘‘ pengs’’ 
—an old Hungarian word meaning “‘ florin,”’ 
and it is divided into too fillers (one pengd 
being made equal to 12,500 paper crowns). 
The currency is based on gold, and provision 
is made for gold coins of the value of 20 and 
Io pengos. 
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The relation of the new standard of 
calculation is expressed in the provision that 
1 kilogramme of pure gold is coined into 
3,800 pengds. The gold coins are to be -900 
fine, thus 1 kilogramme of standard gold 
(alloy) will be minted into coins to the value 
of 3,420 pengés. 

The gold coins will be pieces of 20 pengés 
of 5°8479531 grammes gross and 5:2631578 
grammes fine weight, and pieces of 10 pengés 
of 2°9239765 grammes gross and 2:6315789 
grammes fine weight. The current weight of 
the 20-peng6d piece has been fixed at 5:82 
grammes, and that of the 1o-peng6 piece at 
2-91 grammes. 

In terms of Article 92 of the Statutes of 
the bank of issue, of clause 9 of the above- 
mentioned Act of 31925, and of order in 
Council No. 6832 ex 1925, issued to govern 
the carrying into effect of the said Act, the 
National Bank of Hungary is required at all 
times to exchange at its head office in 
Budapest, on demand, gold bullion for 
currency notes at a rate calculated at 3,794 
pengos for every kilogramme of fine gold. 

In addition to the gold coins there will 
be minted silver coins of the value of 1 pengé 
to an amount not exceeding the nominal 
value of 45,000,000 pengés, as well as token 
coins of the value of 50, 20, Io, 2, and 1 fillers 
respectively to an amount not exceeding 
30,000,000 pengds. The silver coins are to 
be made of an alloy containing 640 thous- 
andths of silver and 360 thousandths of 
copper. The token coins of 50, 20, and 10 
fillers are to contain 25 parts nickel and 75 
parts copper, and the 2 and 1 filler pieces 
95 parts copper, 4 parts tin, I part zinc. 

The par value and rate of exchange of the 
pengd as compared with important gold 
currencies is as follows— 

I pengd equal to 0:0359388 gold pound sterling 


9 9 0:1748985 ,, dollar 
99 39 0:9064327 ,, franc 
” ” 0°7342105 4, mark 
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The silver pengé weighs 5 grammes. Gold 
coins have not yet been put into circula- 
tion. 

The new currency was introduced gradu- 
ally, and 1st January, 1927, was fixed as the 
date by which the korona currency must 
pass into disuse. The pengé was made legal 
tender on Ist January, 1926, 

Up to 31st January, 1927, new pengé coins 
were issued to the value of 24,752,105*69 
pengos, the old paper crown notes being 
withdrawn from actual circulation in the 
same proportion. : 

Two and five peng6 coins were placed in 
circulation in March, 1927; 50-filler coins 
were withdrawn so that they could be per- 
forated in the centre, in order to make it 
easy to distinguish between the new 20- and 
50-filler coins then being issued. 

Hungarian Treasury notes in denomina- 
tion of 1,000 pengés are in circulation. 

At the end of December, 1927, new I,000 
peng6 bank-notes were issued and put into 
circulation by the National Bank. The 
former bank-notes of 500,000 kronen and 
1,000,000 kronen dated 1st July, 1924, are 
withdrawn from circulation, and will cease 
to be legal tender after 30th June, 1928. 
They will be exchanged, however, by the 
National Bank for new notes until 30th 
June, 1931. 

Exchange on London is quoted in pengés 
and fillers to £1. 

One pengd being made equivalent to 
12,500 kr., « kilogramme of fine gold is 
equivalent to 3,800 pengds, less 6 pengds 
for minting = 3,794 pengos; {1 27°82 
pengos. 


HUNGARY, Par of Exchange with 
London. 


The par of exchange of Hungary with 
London,is 27°82 pengds to £1. 
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ICELAND, Money and Exchange of. 


Iceland is an adherent to the Scandinavian 
Monetary Union. The monetary unit is the 
kréna, divided into too aurar (singular, 
eyrir). The plural of kréna is krénur, and 
the relation between the Icelandic monetary 
unit and English and American monetary 
units at the par of exchange is— 


Kronur 16.16 = £1 
3-73 = 1 dollar 


» 


Exchange Rates. As will be seen by refer- 
ence to Norway, Sweden and Denmark, the 
Great War caused sharp differences in the 
exchange values of Scandinavian currencies. 
The Icelandic kréna followed the fluctuations 
of the Danish krone up to the beginning of 
1920, but from the second half of that year 
to the end of June, 1922, it was quoted 
(though not officially) independently of the 
Danish krone and at a lower rate. Since the 
middle of June, 1922, it has been officially 
quoted in Reykjavik, and on these quota- 
tions are based the figures in the subjoined 
table, which gives the highest, lowest, and 
average gold value of the kréna from the 
above date to the end of June, 1926. 


Max. Min. | Average 
Gold Gold Gold 
Value Value Value 
| 
1922 p.c. p.c. p.c. 
3rd quarter 65°1 61°9 64°09 
4th or 66°8 63°5 65°22 
1923 
1st quarter 61°7 60°5 61°11 
and i 61-1 57°9 60°19 
3rd_—i,, 57°8 55°9 56°71 
jth =, 56°5 53°0 54°93 
1924 
Ist quarter 53°8 46°8 49°11 
2nd a 50°6 48°5 50°05 
gist py 56% 50°3 52°87 
4th ss, 63:0 55°9 59°72 
1925 
1st quarter 65:8 62°8 64°91 
and er 69:0 65:7 67°72 
3rd_—Ssis, 79°9 68:8 71°59 
4th » 81°5 79°6 81-11 
1926 
ist quarter : : 81-7 815 81-66 
2nd nA F a 818 816 81-71 
| 


The National Bank of Iceland (Landsbanki 
Islands) is the sole bank of issue, and has 
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a monopoly for the issue of its notes in 
Iceland for a period of 30 years from the 
date of its establishment (7th June, 1902). 

Under a law of 31st May, 1921, it was laid 
down that the note-issuing privilege of the 
bank shall lapse on 31st December, 1933, 
and that the bank shall reduce its circulation 
by one million krénur annually until the 
issue has been brought down to a limit fixed 
in 1905 (2,500,000 krénur), and that thence- 
forward the reduction shall be effected by 
fixed annual amounts (as nearly equal from 
year to year as possible) until all notes have 
been withdrawn by 31st December, 1933. 
However, in case this arrangement causes 
difficulties, a law of 4th May, 1922 provided 
that if a further issue of notes be required 
to meet the wants of legitimate home trade, 
the government may authorize the Lands- 
banki to put the necessary amount of notes 
in circulation, but on the notes thus issued 
by the bank in excess of 750,000 krénur in 
Government notes (treasury notes contri- 
buted by the Government when the bank 
was originally established), an interest is 
payable to the Icelandic Treasury at 2 per 
cent under the bank rate varying. On the 
amount of notes which may be covered by 
gold, no interest is payable. This is only a 
temporary arrangement, and a special com- 
mittee has been appointed to make proposals 
as to how the note issue shall be definitely 
fixed. 


INDIA, Bills of Exchange on, Retirement 
Rate. 

The rate for retiring bills (i.e. paying them 
before due date) is known as the Bills for 
Collection rate—abbreviated “‘ B/C”’ rate. 
It is fixed daily by the Associated Exchange 
banks. The acceptors of the bills are given 
the option of fixing exchange forward with 
the banks who hold the bills, but if they 
neglect to settle exchange with the banks, 
then the B/C rate holds good. 

Holders of bills are legally entitled to 
refuse payment in any currency other than 
that of the place on which the bills are 
drawn. 


INDIA, Exchange on Shanghai. 


(See RupEE, INDIAN, TO EXCHANGE INTO 
SHANGHAI TAELS.) 
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INDIA, Gold, Conditions of Acceptance by 
the Mint at Bombay. 


In accordance with the new Indian cur- 
rency arrangements the Government of 
India announced on the 1st April, 1927, the 
following conditions attaching to the accept- 
ance of gold by the Master of the Mint, 
Bombay. The rate as fixed by the Currency 
Act is to be Rs. 21 As. 3 Ps. 10 per tolah of 
fine gold (i.e. the price equal to Rs. 13 As. 5 
Ps. 4 per full weight sovereign). Either fine 
or unrefined gold may be tendered. In the 
case of the former the minimum fineness is 
limited to -990; qualities lower than that 
can be accepted only as unrefined. All gold 
tendered will be melted and assayed upon 
receipt. A charge of 2 pies per tolah gross 
weight will be made for melting and assaying 
fine gold, with a minimum charge of Rs. 12. 
The charges relating to unrefined gold or 
material found to be brittle can be obtained 
from the Master of the Mint. Gold coin will 
be treated as unrefined gold. No tender less 
than 40 tolahs (15 oz.) will be entertained. 
No gold bar exceeding 3,200 tolahs (1,200 02.) 
will be accepted. Payment of not more than 
95 per cent of the value of the gold tendered 
will be made on receipt of the gold, provided 
the Master of the Mint is satisfied that a 
preliminary certificate shall be issued. 


INDIA, Gold, Method of quoting Price of. 


India quotes the price of gold in rupees 
per one tolah 997-4 fine. One tolah is equal 
to 180 grains troy. 


INDIA, Money and Exchange of. 


The ramifications of Indian currency and 
exchange are multitudinous, but for the 
purposes of this dictionary it will serve to 
give the brief review which appeared in the 
Report of the Royal Commission on Indian 
Currency and Finance, 1926, to which we 
have added data to bring the matter up 
to date. 

Prior to 1893 India had a monometallic 
system with silver as the standard of value. 
In order to avoid the embarrassing fluctua- 
tions in the rate of exchange with gold 
standard countries, which were caused by 
the fall in the price of silver, it was decided 
in 1893, in accordance with the recommenda- 
tions of the Herschell Committee, to close 
the mints to the free coinage of silver. The 
stoppage of silver coinage was followed by 
an appreciation of the exchange value of 
the rupee, and by 1898 it had reached the 
level of 1s. 4d. The rupee remained un- 
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limited legal tender, and was the standard 
of value for all internal transactions. 

The policy adopted in 1893, by the closing 
of the mints to the free coinage of silver, 
had for its declared object the establishment 
of a gold standard for India, and the Fowler 
Committee (appointed in 1898) was invited 
to consider how this object could best be 
secured. The relevant recommendation of 
the Committee was as follows— 

“We are in favour of making the British 
sovereign a legal tender and a current coin 
in India. We also consider that, at the same 
time, the Indian mints should be thrown 
open to the unrestricted coinage of gold on 
terms and conditions such as govern the 
three Australian branches of the Royal Mint. 
The result would be that, under identical 
conditions, the sovereign would be coined 
and would circulate both at home and in 
India. Looking forward as we do to the 
effective establishment in India of a gold 
standard and currency based on the prin- 
ciples of the free inflow and outflow of gold, 
we recommend these measures for adoption.”’ 

This recommendation was accepted by the 
Secretary of State and the Government of 
India, and the effective establishment of a 
gold standard based on a gold currency thus 
became the recognized object of the Govern- 
ment of India and its advisers. But the 
Government’s first attempt to introduce gold 
into circulation was not a success, and the 
the Indian currency system developed in the 
years that followed along lines different 
from those foreseen in 1898. Gold never 
became a substantial part of the circulation 
(although a very considerable amount of 
sovereigns and half sovereigns were imported 
into the country. Cf. W. F. Spalding, 
Eastern Exchange, Currency and Finance, 
pp. 30 et seqg.). Apart from small change, the 
internal currency consisted almost entirely 
of tokens, one printed on silver, the rupee, 
and the other on paper, the currency note. 
Their value was maintained at 1s. 4d. gold 
(there was during this period no difference 
between sterling and gold) by the offer of 
the Secretary of State to sell bills on India 
without limit of amount at 1s. 4}d. and by 
the sale of drafts on the Secretary of State on 
occasions when, owing to temporary varia- 
tions in the currents of trade, exchange 
tended to fall below the 1s. 4d. level. The 
latter process was not, however, the subject 
of a statutory obligation, nor was it in prac- 
tice carried out as a matter of course, e.g. 
the Secretary of State had to be consulted 
before offers of reverse remittance were 
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announced, and the Government of India 
never went so far as to undertake to offer 
sterling drafts in all circumstances. The 
standard thus evolved was commonly known 
as a gold exchange standard, although in 
truth in so far as 11 amounted to a definite 
standard at all, it was a standard of sterling 
exchange. It was in operation at the 
beginning of the war in 1914. 

The Chamberlain Commission, which was 
appointed in 1913 to inquire, among other 
things, whether the then existing practice in 
currency matters was conducive to the 
interests o India, reported, imtey alia, as 
follows— 

“The time has now arrived for a recon- 
sideration of the ultimate goal of the Indian 
currency system. The belief of the Com- 
mittee of 1898 was that a gold currency in 
active circulation is an essential condition 
of the maintenance of the gold standard in 
India, but the history of the last fifteen years 
shows that the gold standard has been firmly 
secured without this condition. 

“Tt would not be to India’s advantage 
to encourage an increased use of gold in the 
internal circulation. The people of India 
neither desire nor need any considerable 
amount of gold for circulation as currency, 
and the currency most generally suitable for 
the internal needs of India consists of rupees 
and notes. A mint for the coinage of gold 
is not needed for purposes of currency or 
exchange, but if Indian sentiment genuinely 
demands it, and the Government of India 
are prepared to incur the expense, there is 
no objection in principle to its establishment 
either from the Indian or from the imperial 
standpoint, provided that the coin minted 
is the sovereign (or the half-sovereign), and 
it is pre-eminently a question in which Indian 
sentiment should prevail. If a mint for the 
coinage of gold is not established, refined 
gold should be received at the Bombay mint 
in exchange for currency. The Government 
should aim at giving the people the form 
of currency which they demand, whether 
rupees, notes or gold, but the use of notes 
should be encouraged. 

“ The essential point is that this internal 
currency should be supported by a thor- 
ore adequate reserve of gold and ster- 

ng.” 

Thus, in effect, says the Report of 1926, 
the Chamberlain Commission, in its recom- 
mendations, abandoned the ideal of a gold 
standard based on a gold currency, and 
accepted in its place an exchange standard 
with an excrescent currency of sovereigns 


not essential to the working of the system. 
Owing to the outbreak of the war, no action 
was taken on these recommendations. 

The war of 1914-18 put the currency 
system of India, in common with that of 
all other countries, to a severe test. The 
price of silver rose to unprecedented heights, 
and the material of the silver token became 
worth more than its face value. (There is 
no doubt, too that a good deal of the silver 
currency was exported from India and other- 
wise disposed of during the war.) 

The Government found it difficult to 
continue their unlimited offer of rupees at 
the long-established rate. There was a keen 
demand for Indian exports, and there were 
exceptional disbursements to be made on 
behalf of the British Government. Internal 
currency had to be in some way provided, 
and it could no longer be provided on the 
old terms. Confronted with these difficul- 
ties, the authorities allowed the rupee, so 
long anchored at Is. 4d., to break loose from 
its moorings and follow the course of silver 
prices. The rate of exchange accordingly 
rose rapidly until it reached 2s. 4d. (sterling) 
in December, IgI9Q. 

Then came the appointment of the 
Babington-Smith Committee, in May, 1gI9, 
when the rate of exchange was 1s. 8d. By 
the terms of reference that Committee was 
appointed ‘“‘to examine the effect of the 
war on the Indian Exchange and Currency 
system and practice . . . to consider whether, 
in the light of this experience and of possible 
future variations in the price of silver, 
modifications of system or practice may be 
required ; to make recommendations as to 

. . the policy that should be pursued with 
a view to meeting the requirements of trade, 
to maintaining a satisfactory monetary cir- 
culation, and to ensuring a stable gold 
exchange standard.”” These terms of refer- 
ence precluded the Committee from con- 
sidering alternative standards of currency. 
The Committee accordingly directed its 
attention to the re-establishment of stability 
which had suddenly been overthrown by 
the unprecedented rise in the price of silver 
and by the divorce of sterling from gold. . 
Taking into account the high range of silver 
prices and the importance of safeguarding 
the token character of the rupee, they recom- 
mended the stabilization of exchange at 2s. 
(gold) i.e. 11-30016 grains of fine gold. This 
stable relation which the Committee recom- 
mended be established between the rupee 
and gold of ten rupees to the sovereign, or, in 
other words, at the rate of one rupee to 
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INDIA—SILVER COINS 


Top: 2 annas, } rupee, $ rupee 
Bottom: 1 rupee (Mint Miss-fire). 1 rupee (Victorian issue) 


SILVER COINS COPPER COINS 


Obverse: 4 rupee, } rupee, 2 annas + anna, ;; anna, 4 pice 


Obverse Reverse 
NICKEL COINS 


4 annas, 2 annas, I anna 
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II*30016 grains of fine gold, was to be both 
for foreign exchange and for internal pur- 
poses. 

These recommendations were accepted by 
the Secretary of State for India. The pub- 
lication of the Report, in February, 1920, 
coincided with a keen demand for remittances 
to London, and steps were at once taken 
to maintain the new exchange rate of 2s. 
gold recommended by the Committee by the 
offer of reverse councils at a rate founded 
on that ratio in terms of gold, as shown by 
the dollar-sterling exchange. The rates for 
reverse councils offered by the Government 
thus varied from 2s. 332d. (sterling) to 
2s. 103$d. (sterling). By the Indian Coinage 
Amendment Act (Act XXXVI of 1920) the 
sovereign was made legal tender at Rs. 10. 
The attempt to hold the rate at 2s. gold was 
not successful, and the Government there- 
upon tried, with effect from the weekly sale 
on the 24th June, 1920, to maintain it at 
2s. sterling. This attempt also failed, and 
was abandoned on the 28th September, 1920. 
The Government of India at this period were 
unable to contract the currency in India at 
the pace at which world prices were falling. 
All they could do was to avoid further in- 
flation and to effect some measure of con- 
traction. This was insufficient to arrest the 
falling tide of exchange, which early in 1921 
fell below the level of 1s. 3d. sterling and Is. 
gold. The 2s. ratio, passed in 1920, remained 
on the statute-book, and was ineffective for 
purposes of tender of gold to the currency 
office. By January, 1923, the tide had 
definitely turned, exchange recovered to 
1s. 4d. sterling, and showed a general tend- 
ency to move upward. It reached the level 
of 1s. 6d. sterling in October, 1924, at 
which time it was equivalent to about 1s. 4d. 
gold. From that time till March, 1926, the 
upward tendency of exchange continued, 
but it was prevented from rising above 
1s. 6d. by free purchases of sterling on the 
part of Government. Actually, sterling was 
restored to parity with gold about the 
middle of 1925 and during the twelve months 
that elapsed to the date of the Hilton 
Young Committee’s Report was in the 
neighbourhood of ts. 6d. 

The Report of the Hilton Young Commit- 
tee was dated 1st July, 1926, and to quote 
the conclusion then arrived at (paragraph 
213 of the Report), the combined weight of 
all the arguments that had been put for- 
ward, left no doubts in their minds as to 
the right course, namely, that the rupee 
should be stabilized in relation to gold at 
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the existing rate of 1s. 6d. ‘“‘ The oppor- 
tunity,” said the Committee, “‘ for reversion 
to the historic rate of 1s. 4d., if ever it 
existed, is gone, and the best interests of 
India as a whole now require that stability 
should be achieved without producing those 
disturbances which would be the inevitable 
consequence of adopting any rate but that 
which is current.” 

The Government accepted the Commit- 
tee’s recommendations, but pending the 
passage of the necessary Currency Bill 
through the Indian legislature, some uncer- 
tainty existed as to whether the Government 
would maintain exchange at the level fixed. 
Accordingly, on 9th September, 1926, the 
Government of India issued the following 
memorandum— 

“Doubts have been expressed in certain 
quarters as to the Government’s intention 
in the matter of maintaining exchange at 
1s. 6d. per rupee, in view of the postpone- 
ment Of consideration of the Currency Bill 
in the Legislature. The Government of India 
desire to make it clear that, in accordance 
with the announcement made in the Press 
communiqué of 4th August, 1926, they will 
continue to take such steps as may be neces- 
sary to prevent any undue fluctuation in the 
exchange value of the rupee in order to con- 
fine the movement of exchange within the 
approximate upper and lower gold points as 
calculated on the basis of a 1s. 6d. gold 
Tupee, namely, Is. 6;;d. and Is. 54d. 
respectively.” 

In effect, the main recommendations of the 
Hilton Young Committee’s Report of July, 
1926, were these— 

1. That the standard in India should be 
the Gold Bullion Standard. The principal 
points in this standard are— 

(a) The basis of the currency will be gold, 
the rupee being equivalent to a certain fixed 
quantity of gold. 

(b) The currency authority will be under 
legal obligation to give rupees against gold 
at a fixed ratio. 

(c) The currency authority will be bound 
by law to give in exchange for rupees at a 
fixed ratio, gold or its equivalent in cur- 
rencies of other countries which are based 
on gold, and which do not prohibit its 
export. ; 

(d) The rupee will be a token coin and 
may be printed on silver or paper, its in- 
trinsic value being less than its monetary 
value. ; : : 

(e) Gold currency will neither be in 
circulation nor be legalized. 


Tol 
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(f) The value of the rupee in terms of 
gold will vary between the gold points. 

(g) Minimum limits on the quantity of 
gold against which rupees are required or 
which is required against rupees, are pre- 
scribed. 

2. The value of the rupee would be 1s, 6d. 
gold, i.e. it should be equivalent to 8-47512 
grains of gold. 

3. The control of credit and currency 
should be vested in one institution, the 
Reserve Bank of India. 

The Government, as we have stated, 
accepted and gave effect to the Committee’s 
recommendations regarding the stabilization 
of the rupee at 1s. 6d. gold, and the Bull was 
passed in due course. The new Currency 
Act, known as No. 4 of 1927, came into 
force on 1st April, 1927, and India is now 
definitely committed to the rupee equivalent 
to 8-47512 grains of gold, i.e. 1s. 6d. 

The Reserve Bill, after many alterations 
and much discussion, was finally withdrawn 
in September, 1927, so that instead of the 
proposed Reserve Bank being the currency 
authority, the control of the currency still 
remains in the hands of the Government. 

Further attempts to re-introduce the 
Reserve Bank Bill were made early in 1928, 
following a visit of Sir Basil Blackett, the 
Finance Minister, to London for a consulta- 
tion. But it was apparent that the chance 
of the Bill becoming law was but a slender 
one. The earlier clauses had been so 
severely handled by an Assembly that was 
opposed to a shareholders’ bank and in- 
sisted upon a State Bank, without share 
capital and governed by directors appointed 
in part directly from the Legislature, that 
the task before its sponsors was extremely 
formidable. This was obviously realized 
by Sir Basil Blackett when, in January, 
1928, he sought to introduce a new or 
“compromise ’”’ Bill, in an attempt to gain 
his objective by making a fresh start. 
This attempt was scotched by the President 
of the Assembly, who refused to permit the 
introduction of a new Bill while the old 
one was still technically on the order paper. 
Forced back to the old Bill, Sir Basil decided 
to try to get the remaining clauses through 
the Assembly, and then to persuade the 
Council of State to restore the earlier clauses 
to approximately their original form. Even 
this was a forlorn hope, as the Bill when 
restored to shape by the Council would once 
more have to come before the Assembly, but 
this hope rapidly disappeared when the 
Assembly proceeded to do their utmost to 
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the later clauses as they came before it. 
The breaking-point came on 15th February, 
1928, when Clause 8, providing for the 
appointment of the Directorate, was rejected 
by a majority of one. After this Sir Basil 
Blackett gave up the struggle, and finally 
dropped the whole Bill. The result is 
unfortunate. On the currency side the 
temporary or half-way system of a gold 
exchange standard administered by the 
Government, pending the establishment of 
the Central Bank, seems likely to drift into 
a permanency, a fact which prima facie 
should be more abhorrent to the opponents 
of the Bank Bill than to anyone else. On 
wider grounds, too, the death of the Bill is to 
be deplored. Indian banking is in need 
of development if it is to administer properly 
to India’s requirements, and so long as the 
present atmosphere continues it is apparent 
that nothing can be done. (See Economist, 
18th February, 1928.) 

As it stands at present the Indian currency 
consists of two kinds of token; paper notes 
and silver rupees, which are mutually con- 
vertible. The paper note is in form a promise 
by the Government of India to pay to the 
bearer on demand a specified number of 
rupees. The rupee is a silver coin 180 grains 
in weight and eleven-twelfths fine. The 
value of both forms of token currency in 
relation to sterling is now being maintained 
between the gold points mentioned above, 
corresponding to a gold parity of 1s. 6d. 

In addition to the silver rupee of 180 grains, 
eleven-twelfths fine (i.e. containing 165 grains 
pure silver), there are the following coins— 


Silvey ; 2-anna-piece = 4 of a rupee) all of propor- 
4 a = } rupee  tionate weight 
8 _ a and fineness 
Bronze: The pie = 4 of an anna, or } of a pice 
Half-pice = 4 of an anna 
Pice = }of an anna 


The standard weight of the pice is 75 grains 
troy, and that of the other coins in propor- 
tion. 

Nickel; 1 anna-piece 
A ” 
8 ” 

The Indian Government Mints at Bombay 

and Calcutta coined during 1926— 


Silver : 8,150,465 4-rupee pieces 
8,120,811 }-rupee 5) 
11,279,448 2-annas 3 
22,303,520 I-anna . 
33,461,824 1-pice oh 
6,528,000 4-pice iA 
22,553,664 I-pie 79 

For the purpose of maintaining the value 
of the token currency, the Government of 


Nickel-bronze : 


Bronze : 
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India holds two reserves—the Paper Cur- 
rency Reserve and the Gold Standard 
Reserve. The former is composed of the 
proceeds of the note issue and is held as a 
backing against the notes in circulation. 
The latter has been accumulated from the 
profits of the coinage of silver rupees and 
is designed primarily to maintain the external 
value of those coins (that is to say, for the 
purpose of maintaining the exchange value 
of the rupee). Since the year Igoo, rupees 
have been coined as required to meet public 
demands. The entire profits accruing to the 
Government from the coinage up to 31st 
March, 1907, and during the year 1912-13 
and half such profit for the years 1907-8 and 
1908-9, were placed to the credit of the gold 
standard reserve. But, any profit arising 
from these sources is at present credited 
entirely to the gold standard reserve, 
which on 31st August, 1927, amounted to 
£40,000,000. 

The permanent constitution of the paper 
currency reserve provided for a holding of 
gold and silver metallic reserves of not less 
than 50 per cent of the total note circulation, 
and for the balance to be held in rupee and 
sterling securities. These permanent pro- 
visions have not yet become operative, and 
in the meanwhile the reserve is governed by 
transitory provisions under which the fidu- 
ciary portion is limited to a maximum of 
100 crores of rupees, and the balance of the 
reserve is held in gold and silver coin and 
bullion. 

To make for a clear understanding of 
the figures which follow we may mention 
that— 


100,000 rupees is termed a lakh and 


is written Rs. 1,00,000 
too lakhs is called a crore and is 
written ‘ Rs. 1I,00,00,000 


A lakh of rupees, taking the exchange value of the 
rupee as Is. 6d., is equivalent to £7,500 

The notes in circulation, and the constitu- 
tion of the paper currency reserve on 7th 
September, 1927, were as follows— 


In lakhs of 
rupees. 
7th Sept., 1927 
Notes in circulation . ; 18,046 
Silver coin and bullion in India 11,476 
As > out of India 3 
Gold a +9 in India 2,976 
Indian Government securities 3,572 
British Government ,, - 4 a 19 


The following statement shows the form 
in which the balance of the gold stan- 
dard reserve was held on 31st August, 


1927— 
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In India £—Nil 
In England— 
Cash at the Bank of England 969 
Gold ; ; : ; 2,152,334 
British Treasury Bills— 
Value as on 31st August, 1927 9,002,158 
Other British and Dominion Govern- 
ment Securities— 
Value as on 31st August, 1927 . 28,844,539 


£40,000,000 


Had the Reserve Bank Bill passed the 
Indian legislature it is possible, of course, 
that the management and location of these 
reserves would have been altered, since, 
presumably, the management of the cur- 
rency and maintenance of exchange would 
have been entrusted to the reserve bank. 
Paragraph 115 of the Report of 1926, for 
instance, states inter alia, ‘‘ The sole right 
of note issue, and the stoppage of all 
further issues of money by the Government 
of India except through the bank, coupled 
with the power to impose upon the country 
a judicious credit policy—these give the 
reserve bank the means to control the 
volume of the monetary circulation in India, 
and thus to stabilize the purchasing power 
of the monetary unit.’ 

There was also a proposal to transfer 
reserves to the bank, since paragraph 144 
of the Report of 1926 states: ‘“‘ There shall 
be transferred and appropriated by the 
Government of India to the issue department 
of the bank the following assets, to be set 
forth in detail in a schedule to be attached, 
viz.— 


Rupee coin of a face value of . Rs. 67 crores 


Rupee securities of a market value : SOs. 
Gold securities of a market value of . 88. 5; 
Gold coin and bullion at par value i SOmmnns 

Rs. 235» 


—— 


It should be noted that these figures were 
based on the note circulation figures of 30th 
April, 1926, and were illustrative only. 

As the Reserve Bank Bill has been 
defeated, the project appears to be in- 
definitely shelved, and there is little use our 
discussing the matter further. 

There remain to be explained a few terms 
which are used in speaking of the sales of 
exchange whereby the exchange value of the 
rupee is maintained. 

First, we get Council bills and telegraphic 
transfers which are sold in London—on the 
London money market these are commonly 
termed ‘‘ Councils.’ In effect, the Govern- 
ment of India undertakes not only the 
supply of currency, but also the remittances 
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of large sums of money on trade account. 
The actual currency is scattered up and 
down the country in treasuries, and is under 
direct control of the Finance Department of 
the Government of India, not under local 
government control. The Government sup- 
plies the currency in that form and to that 
extent necessary to pay for the produce 
exported, and the Secretary of State’s bills, 
which are cashed in Calcutta, Bombay, and 
Madras, are met with money from the trade 
at Presidency towns, while transfers are sold 
up country. These transfers are met from 
incoming revenue. The position is this: 
First, there is the Secretary of State for 
India’s requiring British currency to be at 
his disposal in London for the purpose of 
meeting what are known as India’s home 
charges, viz., payments for its purchases of 
bar silver, interest on loans contracted here, 
pensions due and services rendered, etc. 
Secondly, there exists a group of bankers, 
financiers, and importers of Eastern produce 
desirous of settling their indebtedness to 
India in rupees. 

The heavy obligations of India to Great 
Britain are, so to say, set off against the 
net indebtedness of trade to India, by the 
Secretary of State’s selling for sterling in 
London rupee bills of exchange and tele- 
graphic transfers payable by the Treasury 
in India, and by this very simple device 
both parties are satisfied. The London 
bankers or merchants get the right to so 
many rupees in India, and the Secretary of 
State for India receives the currency he 
wants for his use in England in pounds 
sterling. 

Within India itself we find the same sort 
of set-off between Government and trade 
operations. The Indian Government in 
settlement of its Council remittances is under 
the obligation to pay considerable amounts 
of rupees to traders at the Presidency towns, 
while the traders, for their part, have to pay 
for produce up country, where also the 
greater part of the Government’s revenue is 
collected. In effect, the operations cancel 
each other. The Government receives from 
the trade at the Presidency towns money 
with which it discharges the Secretary of 
State’s bills, and sells transfers—where they 
are actually needed—in the interior. These 
it meets from its revenue receipts and, in 
turn, they settle the internal trade demand. 

So much for the internal trade require- 
ments. Now we come to foreign trade. 
The system of financing the foreign trade 
of India by means of India Council bills of 
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exchange and telegraphic transfers dates 
from the time of the old East India Company, 
which may be said to have inaugurated it. 
It remains to be seen how the currency 
system of India will develop on the gold 
bullion standard adopted as the result of 
the Hilton Young Committee’s researches, 
but, up to 1926, there is no doubt that, 
primarily, these London sales of exchange 
by the Government of India were considered 
to be the central feature of the machinery 
by which the Indian finance and currency 
system was managed. The auctioning of 
remittances formed a convenient way for the 
Government of India to draw funds from 
India for useful trade employment in Lon- 
don, since the money would otherwise have 
remained idle in the Indian exchequer. 
Further, in the past, and no doubt in the 
future, any balances not required for the 
home charges may conveniently be placed 
to Government reserves held in London. 

There was another aspect of the practice— 
its convenience in providing a ready and 
effective means of liquidating the indebted- 
ness of people in the United Kingdom to 
people in India for the surplus of exports 
over imports. 

However, the position at present (1928) 
is, that owing to the position of exchange, 
there have been no sales of India Council 
bills and telegraphic remittances in Lon- 
don for some considerable time, but when 
the business was in vogue the procedure 
adopted by the Indian Government in its 
sales of currency was as follows— 

Each Tuesday a notice was exhibited at 
the Bank of England on the authority of 
the Secretary of State for India, inviting 
tenders, to be submitted on the following 
Wednesday, for India Council bills of ex- 
change and telegraphic transfers drawn on 
the Government treasuries at Bombay, 
Calcutta, and Madras. The notice stated a 
limit which the aggregate amounts would not 
exceed, and tenders for either form of 
remittance had to be for so many lakhs of 
rupees, a lakh being equal to 100,000 rupees. 
Each applicant was required to specify the 
centre at which he wished the remittances 
to be payable. There was no obligation on 
the part of the Secretary of State to allot 
the whole amount mentioned in the notice. 

The price charged for telegraphic transfers 
ordinarily was higher by sd. per rupee than 
that charged for the bills of exchange, 
although when the Bombay or Calcutta 
bank rate was higher than 8 per cent, 
applications for telegraphic transfers used to 
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rank for allotment with tenders for Council 
bills if they were ;4,d. higher. 

If the remitter wished to make immediate 
settlement of his indebtedness at one or 
other of the centres named, it was obviously 
to his advantage to pay more for the 
telegraphic transfers. A fortnight or more 
was lost by the time in transit of the bills, 
but when transfers were sent the remitter 
or his agent could obtain his rupees in India 
from the Government treasuries within a 
few hours after the payment of sterling into 
the account of the Secretary of State for 
India at the Bank of England. If, however, 
a remittance by mail would satisfy the 
Indian creditor, the debtor in London would 
apply for drafts, and as the Council had the 
use of his money in England for two or three 
weeks before the rupees were paid over in 
India, the reasons for paying a lower price 
for such remittances were apparent—due 
allowance had to be made for the interest 
on the money. 

The method of allotment was simple. 
Allotment was made to the highest bidders, 
and when the total amount tendered ex- 
ceeded the amount offered, the allotment 
was made pro vata. A statement was issued 
each Tuesday afternoon giving the total 
applications, the allotments, and the amount 
to be offered the following week. 

“Specials,’’ or, to use the Government 
term, ‘‘ intermediate bills and transfers ’’ 
were obtainable on other days of the week at 
a price fixed by the India Office at not less 
than ;,d. above the lowest “ auction ’’ rate 
of the previous Tuesday. The exact price 
and the maximum amount of “ specials ”’ 
available was fixed each Tuesday, and the 
information was given out at the same time 
as the result of the tenders was announced. 

Then there are ‘‘ reverse’’ Councils, that 
is, sales in the reverse direction, viz., India 
on London. The Council bills and _ tele- 
graphic transfers sold in London, from 
India’s standpoint are remittances to Eng- 
land by the Government of India. From the 
London purchasers’ point of view they 
represent the opposite operation—remittance 
of funds to India. It is the other way about 
with the reverse Councils. The purchasers 
in India actually make remittances to Lon- 
don, while the Indian Government by the 
same operation transfers funds to India— 
hence the name. The bills and telegraphic 
transfers, London on India, are in rupees, 
ie. sterling is paid in London and rupees 
are subsequently paid out in India. The 
remittances, India on London, on the other 
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hand, are in sterling. Buyers pay rupees in 
India and sterling is subsequently paid out 
in London. 

One other variation of these Council 
remittances remains to be made clear. We 
refer to what was known as “ deferred 
Councils.’” During the Great War, owing to 
the longer period occupied by the transit of 
the mails, a system of deferred telegraphic 
transfers was introduced. These were offered 
as an alternative to bills and at the same 
rate—they were payable in India sixteen 
days after the issue of the telegram, the 
latter being sent on the deposit of their 
amount in London. 

As regards the ordinary Councils, when 
the bills were allotted, the allottee was 
required to fill up a form with particulars 
of the bills desired. He left this at the Bank 
of England before 12 o’clock on the day 
preceding that on which the bills were 
required, and the bills were then delivered 
the next day on payment in cash not later 
than 2 o’clock. When a telegraphic transfer 
had been allotted, the necessary telegram 
authorizing payment in India on demand 
was sent on the day on which payment for 
the transfer was made at the Bank of Eng- 
land. Immediate transfers were payable in 
India on the day following the issue of the 
telegram. 

It will be realized that Councils and 
reverse Councils had for effect two things— 
by the use of the former an expansion of 
the currency was achieved, for rupees were 
issued in exchange in India. By the use of 
the reverse Councils, contraction of the 
currency was accomplished, since rupees had 
to be given for the sterling bills and transfers, 
and so much currency was taken out of 
circulation. 

In effect, the Indian Government has 
hitherto endeavoured to fix the upper and 
lower limits of exchange by entering the 
exchange market as an operator whenever 
the price of sterling rose above or fell below 
certain points. In normal times no special 
steps were necessary, and Council remit- 
tances in London were sold to realize approx- 
imately the amount required by the Govern- 
ment to meet its home charges. When 
exchange was in excess supply, or, on the 
other hand, when the balance of trade was 
seriously against India and demand for 
exchange exceeded the supply, the position 
was roughly as follows— 

If supply was greater than demand, the 
price was not allowed to fall below a certain 
level, i.e. exchange was prevented from 
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rising above a given point, because the 
Government said in effect: “‘ Give us your 
surplus sterling and we will give you a 
constant price for it.” (The Indian Ex- 
change Problem, F. W. Rushforth.) They 
did this, first, by selling additional Council 
remittances in London, and, secondly, by 
taking over gold imported into India at a 
fixed price in rupees. If demand happened 
to be in excess of supply for any length of 
time, that is when exchange showed signs 
of falling below 1s. 3?3d. per rupee, the 
Government intimated its willingness to sell 
the surplus sterling at a constant price. 
(This was when the rupee was rated at Is. 4d.) 
It did this to a small extent by giving 
sovereigns in exchange for rupees at fixed 
rates, and to a greater extent by selling 
Reverse Councils, that is, sterling drafts and 
telegraphic transfers drawn from India on 
London, in the manner we have previously 
described. 

We have written at length on what might 
be called the Government’s side of the ex- 
change problem, we now come to the com- 
mercial side, that is, the Indian exchange 
rates, and here it is necessary to take as a 
starting point the telegraphic transfer. 

The unit of exchange with India, as else- 
where in the Far East, is the telegraphic 
transfer, the primary basis for which is the 
cost to the exchange banks of providing 
funds in the respective centres from which 
and on which they desire to operate. There 
are other exchange quotations, of course, 
such as those for demand bills, and usance 
bills (bills at so many days or months after 
sight), all these are in turn based on the 
telegraphic transfer rates. From the point 
of view of the average person in India, the 
rate of exchange may be said to depend on 
the relation between exports and imports, 
much in the same way as it does in other 
countries. The position, just briefly, is this. 
Exporters of Indian produce require rupees 
against the sterling paid to them in London 
by their British consignees. Importers of 
British goods need sterling to pay to the 
British consignors, and the exchange banks 
furnish the mechanism for the transference 
of sterling from seller to buyer. It is the 
exchange banks, in fact, that act as a clearing 
house, they provide rupees in India for the 
exporters and sterling in London for the 
importers, since an Indian exporter may 
be said to be usually a seller of sterling, 
while an Indian importer is a buyer of 
sterling. 
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sterling bills to the banks in exchange for 
rupees, and the importers pay rupees to the 
banks in exchange for sterling remittances 
in one form or another. 

It may be advisable to point out that 
bills and remittances are merely sterling or 
claims to so much sterling. Further, that, 
although a bill need not necessarily be drawn 
in sterling, nor, in fact, does a remitter 
always remit in sterling, yet, as a general 
rule, such operations pass through London, 
and thus affect sterling exchange. For 
instance, if a person exports goods to Amer- 
ica he will probably draw bills in dollars on 
the importer in America—he will thus have 
dollars to sell to the bank in India, The 
bank, however, may not be able to dispose 
of dollars which it will ultimately receive 
in America (the market for dollars being a 
very limited one in India), except by selling 
them in London for sterling, and reselling 
the sterling in the local exchange market to 
an importer. The rupee-dollar transaction 
thus develops, as the Indian writer we have 
already mentioned has pointed out, into a 
rupee-sterling one. This, by the way, is a 
simple illustration of how, in exchange bank- 
ing practice, it is customary 1o cover in 
London all exchange transactions, whether 
sales or purchases, whatever may be the 
currency of the original transaction. 

The rate at which the exchange banks buy 
from exporters and sell to importers is 
expressed in so many shillings and pence per 
rupee, when dealing with London. The 
quotations for sterling, or for that matter, 
for other currencies also, depend to a great 
extent on the relation between supply and 
demand—the larger the supply the lower 
the price; the greater the demand, the 
higher the price. Conversely, the higher the 
price, the greater will the supply tend to be ; 
the lower the price, the greater the demand. 
To take an illustration, suppose the supply 
at any particular time be £1,000, and the 
demand £2,000, the banks must put up the 
price in order to increase the supply, and 
decrease the demand until the two are equal, 
say at £1,500. 

There are, necessarily, limits to the up- 
ward or downward movements in exchange, 
for, when the price reaches a certain point, 
it becomes possible for banks or bullion 
brokers to export or import gold or silver 
either in specie or in bullion, and thus 
automatically add to the demand or to the 
supply as the case may be. It follows, from 
what we have said, that the banks who are 


This being so, the exporters sell their | closely concerned with the provision of 
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funds for financing trade are mainly respon- 
sible for making or suggesting rates, but it 
must not be forgotten that the merchants 
themselves also play an important part in 
fixing the point of equilibrium. It is obvious 
that the exchange market consists, for the 
most part, of buyers and sellers of sterling. 
If the supply be inadequate the price will rise, 
that is, the rate of exchange will fall, so as 
to attract more or to diminish the demand. 
If supply be in excess of demand, the reverse 
will be the case. It has been stated that the 
normal limits to the rise or fall in the price 
will be the points at which it pays the banks 
to import or export specie or bullion. A 
simple illustration will make this plainer. 
Suppose the supply of sterling is continually 
in excess of the demand, the price will tend 
to fall (exchange will rise), and it may fall 
so low that an exporter will find it more 
profitable to import the gold equivalent of 
his sterling from London and dispose of it 
in return for rupees in the local bullion 
market, than to sell his sterling in the local 
exchange market. Similarly, if the demand 
for sterling is greater than the supply, it 
may be cheaper for an importer to buy the 
gold equivalent of his sterling requirements 
in the local bullion market and send it to 
London to be converted into sterling there, 
than for him to buy a remittance from the 
banks at the prevailing high rates. Natur- 
ally, in practice, we should not find merchants 
settling their debts in this direct manner. 
Most of them prefer, and do have, gold and 
silver operations effected through the agency 
of the banks or bullion brokers, and there 
is always a very considerable amount of such 
business going on with India, but the prin- 
ciple remains the same. In India, however, 
as we have seen, the Government is itself 
largely concerned with the exchange ques- 
tion, but that does not stop the exchange 
banks from operating when they find it 
profitable to do so. Moreover, it is the 
banks, and not the outside public, who are 
the greatest purchasers of the Government’s 
remittances, and, similarly, it is again 
the banks who are the principal sellers 
of exchange when the Government is a 
buyer. 

The actual business of exchange in India 
was well described a few years ago by an 
officer of the Indian Finance Department.? 
In a pamphlet he issued he showed how 
buyers and sellers of sterling in India gener- 


1 Cf, The Indian Exchange Probem, F. V. 
Rushforth, B.A., ages 34-36. Calcutta, 1921, 
Humphrey Milford, Oxford University Press. 
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ally settle their business through the agency 
of a broker. It is the function of these 
brokers to endeavour from day to day to 
bring buyers and sellers together, until a 
contract is entered into by which seller A 
agrees to sell to buyer B so many pounds 
sterling at an exchange of so many shillings 
and pence per rupee, to be delivered on a 
certain specified date, or within a specified 
period, usually one month. The contract 
may call for exchange in the form of tele- 
graphic transfers, demand bills, three months’ 
sight bills, or a combination of them all, each 
option having a fixed rate. ‘‘ If, for example, 
a merchant contracts to sell bills to a bank, 
it is customary to allow him the option of 
delivering six months’ sight, four months’ 
sight, three months’ sight, thirty days’ 
sight, or sight bills. The differences between 
the rates for the various options are settled 
from time to time by the banks. If a bank 
sells telegraphic transfers, it is customary to 
allow the buyer the option of taking ‘on 
demand ’ at a slightly higher rate.”’ 

The question of deliveries affects the rate. 
Transactions are of two kinds, ready and 
forward, and it may happen that an operator 
will be willing to buy or sell “ ready ’’ when 
he will refuse to enter into “ forward ”’ 
transactions, or vice versa, he may operate 
“ forward ’’ and be unwilling to buy or sell 
“ ready.” 

Then there is the question of “‘ doubles,”’ 
that is the buying or selling against imme- 
diate cover. The banks at some particular 
time may consider the future uncertain, so 
will buy only against cover, or will sell remit- 
tances only against bills bought, and if the 
course of exchange looks weak or uncertain, 
and a banker considers that the only safe 
thing is to cover purchases at lower rates, 
or to cover sales at a higher rate of exchange, 
he may refuse to operate except in “ doubles.” 
In other words, he will not sell remittances 
to an importer who has to make payment 
to, say, London, unless he can simultaneously 
buy bills from an exporter drawn on London, 
the idea being that from the encashment of 
the bills in London he will get back quickly 
the funds he has sold in the shape of remit- 
tances. 

Or again, he will not buy bills from the 
exporter unless he can be sure that he can 
at the same time sell exchange in the shape 
of a remittance to the importer—that is, he 
will not seek to accumulate an idle balance 
in London. ‘‘ Similarly, if the market is 
weak, and exchange is certain to fall in the 
immediate future, he will obviously not go 
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on selling sterling, when his cover may con- 
sist of bills the next day at a lower rate. 
If the market is firm and rates are likely 
to go up, he will not buy bills with the sure 
knowledge that he will have to sell remit- 
tances against them the following day at a 
higher rate.” 

On the other hand, given a reasonably 
steady market, a bank may incur without 
undue alarm an oversold or an overbought 
exchange position, as the expectation is that 
the banker will be able to cover the amount 
overbought or oversold at a profitable rate 
later. 

Of course, in practice the banks buy and 
sell simultaneously, and they fix the rates 
for the purchases and sales at fractions of 
a penny (in these days, up to sixty-fourths 
of a penny). The fractional differences in 
exchange vary from day to day according 
to existing circumstances, such as money 
rates in London, interest on the banks’ 
London accounts, time of mails, the outlook 
for silver, and other factors. In practice, the 
bills that the banks buy in India and send 
home to London are not held till maturity, 
but after acceptance, are immediately sold 
under discount on the London market. The 
difference between the rates for telegraphic 
transfers and three months’ sight bills (the 
popular usance in the trade with India), 
varies according to the deliveries of sales 
and purchases. If it happen to suit a banker 
he may be prepared to work at a more 
favourable difference between forward pur- 
chases and ready sales than he would 
between forward sales and ready purchases, 
or even ready sales and ready purchases. 

London is not the only place upon which 
exchange is worked, The exchange banks 
in India, like their European confréres, are 
ready to work deals with practically any 
centre. 

As we have shown, exchange on London 
is quoted in shillings and pence to 1 rupee. 


On Paris the rate is quoted in francs for 100 rupees. 


» Berlin reichsmarks for 100 
rupees. 


” ” 


,, Hong-Kong é rupees for 100 Hong- 
Kong dollars (local 
currency). 

», Shanghai , 5 rupees for roo taels 
(loca’ currency). 

, Japan s ss rupees for 100 yen. 


Straits Settlements in rupees for roo dollars 
(local currency). 


(See also Bantan; CHETTY; DARSHINI 
Hunpi; Hunprt; Marwari; MUuLTANIS; 
SHROFF.) 
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INDIAN RUPEE, Melting Value of. 


The melting value of the silver rupee, 
neglecting all charges, is 43:06d. per ounce 
of silver. 


Thakur. 


INDIA, Silver, Duty on. 


In 1910-11, in order to meet the deficit 
threatened by the loss of revenue expected, 
the import duty on silver was raised from 
5 per cent to 4 annas an ounce. On 2nd 
February, 1920, the import duty was 
removed. 


INDIA, Silver, Method of Quoting Price of. 


India quotes the price of silver in rupees 
per 100 tolahs, 998 fine. One tolah is equal 
to 180 grains troy. 


INDIRECT ARBITRAGE. 
(See ARBITRAGE.) 


INDO-CHINA (FRENCH), Money ana 
Exchange of. 


The monetary unit is the silver piastre 
weighing 27 grammes, -goofine. There is also 
the half-piastre of 13-50 grammes, -goo fine, 
and one-eighth piastre and one-tenth piastre 
of -835 fine. 


Bronze coin: 1 cent (or =; of a piastre) 
Nickel ,, 5 cents (or 3 ) 
to cents (or 75 . ) 
2o cents (or +2 ) 


The “ piastre de commerce’”’ is divided 
into 100 cents. Its value fluctuates with the 
rate of exchange, and an official rate is 
fixed from time to time by the Government 
of the colony for converting francs into 
piastres. 

The Banque de l’Indo-Chine is the bank 
of issue, and it has a large note issue in 
the colony. 


IONIAN ISLANDS, Money and Exchange of. 


All the islands adjoining the mainland 
have similar currency to that of Greece, 
i.e. the drachmae and lepta, and exchange 
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INDO-CHINA 


SILVER “‘ PIASTRE DE COMMERCE ”’ 


Obverse and Reverse. Showing ‘‘ chop ”’ marks of the Chinese 


Obverse Reverse 


NICKEL COINS 
Io cents 20 cents 
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follows approximately that of Greece. 
GREECE.) 


IRAQ (MESOPOTAMIA), Money and 
Exchange of. 


(See 


The official currency and the one regularly 
used is the same as that of India, namely, 
the Indian rupee and the subdivisions thereof. 

There is, however, still a moderate amount 
of Turkish gold lire in the country, but they 
are seldom used as a medium of exchange. 
The natives are reported to have faith in the 
rupee currency of India and prefer it. 

The bulk of the exchange settlements seem 
to be with Bombay, and the rupee on that 
Indian centre is quoted at a premium or 
discount as the case may be, the rate 
fluctuating according to the usual forces of 
supply and demand. 

Sterling is quoted at so many rupees to 
the £100 ; for instance, when these lines were 
written, with the rupee at, say, Is. 6d., the 
exchange on London was around Rs. 1,333 
to £100. 

The rate on Bombay was } per cent on 
either side of par, par being 13} rupees to £1, 
1-15.00. per mipee: 

In December, 1926, it was announced that 
details of a scheme for the substitution of an 
Iraq national currency for the rupees that 
have been in circulation since the war had 
been made known in Bagdad. The standard 
unit, according to the proposals the Govern- 
ment intends to submit to the Chamber of 
Deputies, will be a dinar, equal to the £ 
sterling. It is suggested that notes should 
be issued in denominations of I00, 50, Io, 
5, 1, and 4 dinars. There will be silver coins 
of the value of one-tenth of a dinar and 
one-twentieth of a dinar; they will be 
termed the ivaqui and the dirhem respectively, 
and will be accompanied with coins of a lower 
value in nickel and bronze. The control of 
the currency it is proposed to place in a 
special Currency Board, a body composed 
on similar lines to the one established 
recently to control the currency in Palestine. 
The currency officer, it is to be presumed, 
will work through the medium of one of the 
established banks. The proposed currency 
will gradually be introduced in exchange for 
rupees, and the latter are to be devoted to 
the purchase of sterling securities, to act as 
a backing for the note issue and to assist 
in stabilizing the rate of exchange. The 
proposed arrangement is an effort to reach 
what has long been sought, a national cur- 
rency and exchange stability. (See INp1a, 
MoNEY AND EXCHANGE OF.) 


DICTIONARY OF WORLD’S CURRENCIES AND FOREIGN EXCHANGES 


[IRI 


| IRISH FREE STATE, Money and 


Exchange of. 

The position of the currency in the Irish 
Free State (Saorstat Eireann) is rather a 
curious one, by reason of the fact that the 
currency is, as it were, in a state of suspended 
animation. The Free State has a Currency 
Act authorizing a new coinage and a new 
note issue of two distinct types, but no one 
knows when the Act will come into force, 
though it is expected it will be about August, 
1928. In the meantime the country is 
carrying on exactly as in the past ; there is 
no alteration in the notes, coins, stamp 
duties or foreign exchange quotations. 

A Banking Commission was appointed by 
the Minister for Finance on 8th March, 1926, 
to consider and report to him what changes, 
if any, in the laws relative to banking and 
note issue were necessary or desirable. The 
Report of the Commission was made on 
16th December, 1926, and we are indebted 
to the Council of the Institute of Bankers 
in Ireland and to Mr. M. R. Eaton, the 
Editor of the Institute’s Journal, for their 
courtesy in allowing the reproduction of the 
following summary and comments on the 
Report. 

“ The Banking Commission’s proposals for 
a new system of currency in the Free State 
have had a favourable reception both in Ire- 
land and in Great Britain, and such adverse 
criticism as the scheme has called forth has 
been mainly confined to questions of detail, 
the adjustment or modification of which, if 
necessary, would not affect the working of 
the scheme as a whole. The main objects 
of the Commission, which were to preserve, 
as far as possible, the fundamental features 
of the existing system, and to safeguard, 
beyond question, the principle of converti- 
bility into sterling, have been amply secured, 
and the scheme has found ready acceptance 
by banking interests in the Free State. The 
proposals have been criticized in some quar- 
ters as not giving sufficient attention to broad 
questions of currency policy, and to the mone- 
tary and credit problems which are likely 
to develop in the Irish Free State as the 
result of its assuming responsibility for its 
financial future. Such questions, however, 
can hardly be said to have come within the 
immediate range of the Commission, though 
a further report has been promised dealing 
with such matters as credit policy, central 
banking, and the possibilities for sa) spill 
market. The immediate concern of the 
Commission was to deal with the anomalous 
situation created by the absence of any 
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recognized form of legal tender in the coun- 
try, and to find a working arrangement by 
which a separate Irish currency could be 
established in intimate relationship with 
British sterling. In this object the com- 
mittee appear to have succeeded, and the 
scheme, as formulated, possesses the addi- 
tional merit that it can be put into operation 
with a minimum of disturbance to existing 
banking conditions. 

“The note issue arrangements contem- 
plated are simple and easily comprehended. 
Two distinct bodies of notes will be created: 
(1) Legal tender notes, which will be the 
unlimited liability of the Free State Govern- 
ment, but issued and controlled by a non- 
political body to be known as the Currency 
Commission ; (2) bank notes, which will be 
the liability of the Commission, limited only 
by the liability of each bank for the notes 
issued to it, and secured by a lien upon the 
assets of the bank. The legal tender notes 
are convertible into British legal tender at 
a conversion agency in London, and the 
bank notes into Free State legal tender notes 
at the head offices of the banks. The bank 
notes are therefore ultimately convertible 
into British legal tender. 

“A glance at the existing system of cur- 
rency in the Free State will make clear the 
method to be adopted in providing the new 
system of legal tender currency. The present 
circulation in Ireland consists predomina- 
tingly of bank-notes, amounting, for the 
whole country, to about £14,000,000, with 
a small admixture of British Treasury 
Notes, estimated by the Commission at 
between £2,000,000 and £3,000,000. Under 
the scheme the fiduciary portion of the bank- 
note issue, amounting, for all Ireland, to 
about £6,000,000, will be retained, but the 
non-fiduciary, or excess, part of the issue 
(about £8,000,000) will be extinguished, and 
replaced by Free State legal tender notes. 
These excess issues of the banks are practic- 
ally identical in character with the British 
Treasury Note circulation, since they have 
been purchased by the banks on a pound for 
pound basis from the Bank of England, and 
are secured by an equal quantity of British 
Notes and Note Certificates held in reserve 
in London. The secured issues of the banks 
are, therefore, to all intents and purposes, 
British currency, their particular form being 
due to the fact that the banks, mainly for 
publicity purposes, have been allowed to 
substitute their own notes in circulation, 
subject to the tax which they pay on their 
fiduciary issues, 7s. per £100. 
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“ Reduced to its essentials, all that the 
Commission’s scheme means is that this 
British currency in the Free State, on which 
interest at present accrues to the British 
Government, shall be returned to the Bank 
of England, and the proceeds invested in 
British Government securities, which shall 
be used as a reserve, or backing, for an issue 
of Free State legal tender notes, on which 
the interest shall be earned by the Free 
State Government. This sterling reserve 
will be held in trust for the Free State 
Government by the Currency Commission, 
and administered by it through the agency 


_of a London bank or banks, who will main- 


tain a liquid current balance for conversion 
purposes. Provision for depreciation in the 
securities will be made by accumulating out 
of profits a special reserve, equal to Io per 
cent of the outstanding issue; this fund, 
when fully accumulated, to be again invested 
in securities. 

“The mode of procedure during the 
transition period appears to be that each bank 
will cancel its notes up to the amount of its 
secured issue, receiving therefor a cash credit 
at the Bank of England, which will be placed 
at the disposal of the Currency Commission ; 
the bank being furnished instead with an 
equal quantity of Free State legal tender 
notes. Current funds available to the banks 
in London may also be used for the purpose, 
subject, however, to the restriction that the 
issue of legal tender notes, not including ten- 
shilling notes, may be discontinued at any 
time if it exceeds the present amount of 
secured issues plus British currency in the 
Free State. On the basis of the estimated 
amount of the non-fiduciary circulation— 
secured notes plus British Treasury Notes— 
for all Ireland (about {104 millions) the 
amount of legal tender notes required by the 
Free State has been calculated by the Bank- 
ing Commission at £6,000,000. 

“Certain conditions have been attached 
to the terms of conversion—namely, that 
the right to demand British legal tender 
may only be exercised by the banks them- 
selves, and only in London, not in the Free 
State—which, theoretically, may be looked 
upon as defects, but are probably inspired 
by a desire to make the scheme as automatic 
in operation as possible, and to avoid any 
question of a rate of exchange with Great 
Britain. Less defensible appears to be the 
power given to the Commission of refusing 
further supplies of legal tender when a 
certain limit has been reached. This savours 
of over-timidity in dealing with the question 
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of convertibility, and is also inconsistent 
with the principle of legal tender, which 
entitles creditors to demand it in payment 
of debts up to any amount. Convertibility 
should be assured in any case, since legal 
tender notes can only be issued against pay- 
ment of an equal amount in sterling, and 
there could be no such thing as over-issue 
of a convertible currency. The supply of 
legal tender money would depend on the 
requirements of the banks, and on their 
possession of the funds to pay for it, which 
again would depend on the current volume 
of business and trade transactions. There is 
no inducement for the banks to acquire 
legal tender except at the demand of their 
customers. A good export season will place 
the banks in possession of funds in London, 
against which legal tenders may be put into 
circulation at home; and, conversely, an 
import trading balance will lead to a drain 
of funds, and a retirement of legal tender 
notes. This ebb and flow of sterling funds 
in London would probably give all the 
elasticity required to the circulation. The 
need for some elasticity has been recognized 
by the powers given to the Commission to 
permit extraordinary issues of bank-notes, 
on payment of a special tax, a method which 
appears artificial and unsatisfactory, how- 
ever, as compared with the natural regula- 
tion which would be provided by a free legal 
tender issue. Expansion of the currency by 
means of emergency bank-note issues would 
probably lag behind, and so, to some extent, 
impede, the expansion in current business 
and trade. 

‘‘ Parallel to the new legal tender issue in 
the Free State, and convertible into it at the 
head offices of the banks, will be the new 
Consolidated Bank Note Issue, which is 
practically the present fiduciary issue in a 
remodelled form. It will be redistributed 
among all the banks in proportion to the 
relative volume of their advances and 
deposits and capital and reserves, modified 
by the number of branches maintained. 
The liability for the issue will be assumed by 
the Currency Commission, limited only by 
the liability of each bank for its notes, the 
notes being imprinted upon their face with 
the name of the receiving bank. As security 
for the notes the Commission will hold (1) 
commercial paper, or other evidence of trade 
indebtedness; (2) contract obligations of 
the banks themselves representing liquid 
sound advances to customers; and it will 
be at liberty, if it thinks fit, to inspect the 
portfolios of applying banks. A tax of 30s. 
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per £100 will be levied upon the total issue 
outstanding during the year. An additional 
security for the bank-note issue is to be 
provided in the form of a 10 per cent reserve, 
to be set aside out of the profits on invest- 
ments, and reinvested in sterling securities 
when fully accumulated. 

“The amount of bank-notes attributable 
the Free State, on the basis of the present to 
fiduciary issue for all Ireland (£6,354,494), 
is calculated by the Banking Commission at 
£4,000,000. For certain reasons, however, 
the amount is to be increased to £6,000,000, 
making it, as it happens, equal to the legal 
tender issue. The principal reason for this 
step is stated to be the necessity of com- 
pensating the banks for the loss of their 
privilege of holding free till money, con- 
ferred upon them by the present system. 
Under existing arrangements the banks are 
not obliged to make payment for ‘ secured ’ 
notes, nor to pay tax upon their own notes 
which are awaiting issue and not in actual 
circulation. Under the proposed scheme, 
however, much of the money lying idle in 
their vaults will necessarily consist of legal 
tender notes already paid for, a fact which 
will add to the expense of maintaining a 
large number of branches. 

“ Another factor which very probably 
influenced the Commission in its decision to 
increase the amount of the bank-note issue 
is the peculiar feature of banking in Ireland 
that the system of payment by cheque has 
made little progress outside large cities and 
towns, the chief medium of payment in 
rural districts being bank-notes. For pur- 
poses of publicity and prestige, therefore, 
the possession of large private issues has 
hitherto been of great value to the banks. 

“The problem of maintaining a balance 
between the two bodies of currency circu- 
lating in the Free State, so that they shall 
be kept, as far as possible, in a uniform 
relation to each other, has also been con- 
sidered by the Commission. The only case 
in which any difficulty is likely to be experi- 
enced is in the event of a contraction taking 
place in the currency requirements of the 
Free State. The legal tender issue would 
then probably suffer, with a corresponding 
reduction in Government income, as the 
banks would no doubt endeavour to keep 
the whole of their profitable private issues 
outstanding as far as possible. On the 
other hand, their obligation to convert 
their own notes into legal tender notes on 
demand should ensure an adequate supply 
of the latter being maintained. As already 
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remarked, the contingency depends entirely 
on the assumption that the country will 
require a small amount of currency, whereas 
present indications point to the possibility 
of a trade revival and increased prosperity 
which will accentuate the demand for 
money, in which case the natural avenue of 
expansion will be the legal tender note. 
Provision has been made however, for 
half-yearly adjustments to regulate the 
amount of the bank-note issue, so that it 
shall not at any time, if the legal tender 
issue falls below four million pounds, exceed 
it by more than one million pounds. At the 
end of two years, and every three years 
thereafter, the whole question of the amount 
of the bank-note issue is to be reconsidered, 
with a view to revising the maximum figure, 
if necessary, on the basis of the experience 
gained in the working of the scheme.”’ 

Free State Currency Bill, 1927. An im- 
portant modification was made in the 
Banking Commission’s proposals before they 
were finally embodied in the text of the 
Free State Currency Bill. The suggested 
restriction on the issue of legal tender notes 
was removed, and as now enacted there 
does not appear to be anything in the Bill 
to prevent the Currency Commissioners 
refusing supplies of legal tender currency if 
they wish. But the arbitrary provision 
suggested in the Currency Report that 
further supplies of currency should be 
refused after a certain limit had been 
reached was omitted from the Bill, so that 
there are, in fact, no legal restrictions upon 
the issue. Some slight change was also made 
in the arrangement of the various funds to 
be administered by the Commission. These 
will be three in number: (1) the Legal 
Tender Note Fund, which will be the back- 
ing for the Government Note Issue, and will 
consist of gold bullion and sterling funds 
and securities received pound for pound 
against the issue of notes; (2) the Note 
Reserve Fund, which is to be built up out 
of the profits from the Legal Tender Fund, 
one-fifth of which will be periodically set 
aside until the total is equal to one-tenth of 
the Consolidated Bank Notes outstanding. 
The fund may be used to meet deficiencies 
in either body of notes; (3) the General 
Fund, which will consist of all other moneys 
administered by the Commission. 

[The purpose of the Note Reserve Fund 
(2) is, of course, to create confidence in the 
general body of currency. There is probably 
little likelihood of its ever having to be 
drawn upon.—Editor. | 
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‘‘ The present year will see the introduction 
of the new ‘sterling exchange’ standard 
which is to form the basis of national cur- 
rency in the Free State. If no restrictions 
are placed on the working of the system its 
practical value in helping to correct some of 
the tendencies at present so observable in 
Irish trade should be very marked. Not 
only will it be impossible for the Irish pound 
to move to a premium or a discount in terms 
of sterling, but a more stable equilibrium 
should be maintained in the external balance 
of payments, and a much needed check 
imposed upon the tendency to excessive 
imports. This will operate through the 
medium of prices. If Irish prices become 
unduly high relatively to prices in Great 
Britain imports will be stimulated until they 
exceed in value the means of payment 
available in London, and it will be necessary 
to provide additional funds by converting 
Irish pounds into sterling. This will involve 
a contraction of Irish note issues and a con- 
sequent fall in prices. At present there is 
no such automatic contraction. Instead of 
being compelled to reduce their legal tender 
holdings and, generally speaking, restrict 
the credit which they give to their customers, 
the Irish banks are at present driven back 
upon a sale of Government securities to make 
good any depletion of their balances at the 
Bank of England caused by the settlement 
for trade transactions. The reduction of 
legal tender supplies which will follow an 
excessive volume of purchases abroad should 
operate directly on the purchasing power of 
Irish buyers, averting an adverse balance of 
payments and so enabling the banks to 
maintain their investment holdings intact. 
Conversely, of course, a fall in Irish prices 
below the level obtaining abroad will 
encourage exports; sterling balances will 
accumulate in London; and note issues 
will expand until prices are again raised to 
the economic level. The effects of the 
system, in fact, should be very similar to 
those of a full gold standard where no 
restrictions are placed on the movements of 
gold, the parallel condition in the case of the 
‘sterling exchange’ standard being an 
absence of restrictions on the issue of legal 
tender notes. 

“As the nature of the Free State’s 
financial and credit problems becomes more 
clearly understood the value of a system of 
currency firmly linked to sterling and afford- 
ing a channel through which the resources 
of British credit may be availed of, if neces- 
sary, in approaching industrial problems, 
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will be better appreciated. Those resources, 
needless to say, would be of great value in 
helping the country to evolve credit facilities 
which would meet the needs of industry and 
trade, and Irish banking development could 
still be conducted on traditional lines, in 
close association with British traditions. 
The safeguarding of the sterling connection 
also gives assurance that the Free State 
will be able to participate in any scheme of 
Empire banking that may be inaugurated 
in the future. Time and thought will be 
needed for the careful planning of any 
additions or changes that may be deemed 
necessary in the country’s financial and 
credit structure, but the steps already taken 
in this direction give every promise of 
ensuring stability in the foundations.”’ 


ITALIAN EAST AFRICA. 
(See ERITREA.) 


ITALY, Money and Exchange of. 


The monetary unit is the lira of 100 
centesimi. 

Italy joined the Latin Monetary Union in 
1865, and therefore the basis of the currency 
is similar to that of France and the other 
members of the Union; the Union has, 
however, ceased to function since 1925. 
The 20-lire gold piece should weigh the same 
as the gold franc, viz., 6°4516 grammes, ‘900 
fine = 5:80645 grammes of pure gold. 

The silver 5-lire piece is also of corre- 
sponding weight and fineness to the French 
5-franc piece, viz., 25 grammes, -9goo fine = 
22°5 grammes pure silver. However, as 
will be seen from what we have written 
later, a new coinage of a reduced fineness has 
now been issued. 

Prior to the Great War the gold coins were 
100, 50, 20, and 10 lire. The silver pieces 
were 5, 2, and 1 lire, and 50 centesimi. 

During and since the war practically all 
the gold and silver has disappeared from 
circulation, the only coins being the 50 and 
20 centesimi nickel pieces, and 5, 10, 25, 
and 50 centesimi bronze pieces. There are 
also nickel coins of 1 lira and 2 lire. 

The bronze coin is gradually being 
replaced by nickel coins. 

Since July, 1926, the Bank of Italy has 
been the only bank of issue, and its notes 
are in denominations of Io, 25, 50, 100, 500, 
and 1,000 lire. 

Similar notes in denominations of 5 and 10 
lire have been issued by the State (biglietti 
di State). 

Under the terms of the Monetary Law of 
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24th August, 1862, Italy had followed the 
same principles for her currency as France. 
The gold lira was identical with the French 
franc ; its parity with the British sovereign 
Was 25°2215 lire and with the American 
dollar 19.3 cents. Just as in the French mint 
law it is laid down that 155 20-franc gold 
pieces are to be coined from 1 kilogramme of 
gold, so in the Italian law it was enacted 
that 155 20-lire pieces should be minted from 
the same quantity of gold, -goo fine. All the 
gold coins and the silver 5-lire pieces were of 
the same weight and fineness as correspond- 
ing French coins, but the subsidiary coins 
were only -835 fine. 

As in the early stages, the silver 5-lire 
coins as well as the gold coins were full legal 
tender and freely minted, the effect of the 
law of 1862 was to place the country on the 
double standard. 

However, difficulties were soon experi- 
enced in the circulation of silver in the 
countries forming the Latin Union. The 
variation in the fineness of the silver in the 
subsidiary coins of the four countries com- 
prising the Union caused silver to disappear, 
since in Belgium the coins were -goo fine, 
France had some -goo fine and some :835 
fine ; while the Italian coins were :835 fine 
and those of Switzerland -800 fine. The 
very natural result was that, following the 
dictates of Gresham’s law, the “ bad” 
money drives the good from circulation, 
the :goo fine silver 5-franc pieces of Bel- 
gium promptly disappeared from circulation. 
Trade and commerce suffered. To find a 
remedy for these troubles, the Latin Mone- 
tary Convention of 1865 provided for a 
standard fineness of -835 for mutual redemp- 
tion of their output. In all other respects 
the Convention maintained the status quo ; 
free coinage of both gold and silver at 154 
to 1, with mutual acceptance by all of the 
countries adhering to the Union of the 
others’ coins was undertaken. 

However, other troubles came upon Italy 
in the matter of her currency, which we need 
not recount ; but in 1875 Italy, in common 
with France, Switzerland, and Belgium, 
abrogated the right of free coinage of silver 
for private account, and limited the coinage 
of silver 5-lire. By this step she came into 
line with the other three countries and 
adopted the “limping ”’ standard. In 1878 
the coinage of 5-lire pieces was completely 
suspended by Italy. Nevertheless the coins 
continued on a parity with gold, were full 
legal tender, and accepted in payment of all 
public dues. 
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In 1866 Italy was under the regime of a 
forced legal tender paper currency (corso 
forzoso) ; in 1883, by the aid of a foreign 
loan, she was able to pave the way for the 
abolishment in 1844 of the corso forzoso, and 
to resume specie payments. Customs dues 
were made payable only in gold and, in the 
desire to make a return to the gold standard, 
the Government decreed that at least two- 
thirds of the bank reserves should consist of 
gold. This step came as near placing Italy 
on a gold basis as was consistent with adher- 
ence to the existing monetary convention 
with the other members of the Latin Union. 
Then, just as the country was regaining its 
financial stability, a building crisis and 
banking troubles arose in the early nineties, 
and once again, in 1892, she was forced to 
suspend specie payments. A conference took 
place in 1893, and it was arranged that the 
other countries should return the Italian 
subsidiary coins to Italy for redemption. 
This accomplished, Italy determined to pre- 
vent the recurrence of the trouble by locking 
up her silver, and she issued notes in small 
denominations against it. Thus silver ceased 
to circulate. 

In later years Italy suffered a good deal 
from banking and currency troubles. Fre- 
quent difficulties were encountered due to 
excesS paper issues, and from time to time 
the country has found itself under the 
regime of inconvertible paper notes. Ener- 
getic attempts were made to arrest the 
depreciation of the currency, and by various 
steps Italy did succeed, in 1902, in restoring 
the value of the lira to par. For the next 
ten years matters moved along fairly satis- 
factorily, but in 1912 the Italo-Turkish War 
again caused currency depreciation, though 
not to a very great extent. Then, during 
the Great War, Italy had to face bad 
currency difficulties in common with the rest 
of the world. 

There were until July, 1926, three banks 
of issue, the Bank of Italy, the Bank of 
Naples, and the Bank of Sicily, but since 
Ist July, 1926, the Bank of Italy has been 
the sole bank with the right of note issue. 
On the date in question it was decreed that 
the notes issued by the Banco di Napoli and 
the Banco di Sicilia would be gradually 
replaced with Banca d'Italia notes. The 
gold coin and equivalent assets held as 
reserves against the circulation of notes by 
the other two banks were transferred to the 
Banca d’Italia, the amount being approxi- 
mately 350 million gold lire. These assets 
were set aside as a special reserve against the 
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notes to be issued by the Banca d’Italia for 
replacing those outstanding of the other two 
banks, which amounted to approximately 
3,800 million lire. The Banco di Napoli and 
the Banca d’Italia notes remained legal 
tender until 30th June, 1927, and the ulti- 
mate date for the conversion of those notes 
into Banca d’Italia notes was fixed as 
31st December, 1930. Notes which remain 
unconverted after that date fall under the 
Statute of Limitations and will become 
valueless, and the amount of notes thus 
remaining unconverted will go to the benefit 
of the Italian Exchequer. 

Italy has also taken in hand the note issue 
in small denominations. A Royal Decree of 
11th June, 1927, fixed the final date of 
redemption for the 25-lire currency notes 
as 31st December, 1927. After that date 
the 25-lire currency notes fall under the 
Statute of Limitations and become valueless. 
By the same decree the 5 and 1o-lire currency 
notes, which were to cease from being legal 
tender on 30th June, 1927, were allowed to 
remain until 31st December, 1927, and the 
final redemption date is fixed as 30th June, 
1928, after which date they also fall under 
the Statute of Limitations. 

Exchange has been a difficult problem. 
Considerable troubles were experienced dur- 
ing the war years owing to the adverse 
fluctuations in the foreign exchanges with 
Italy. But in December, 1917, to protect the 
currency from even more severe depreciation, 
the Government established the National 
Institute of Foreign Exchange, which was 
given the monopoly of all foreign exchange 
operations. The three banks of issue were 
the principal members of this institution, 
though there were a few others drawn from 
the larger financial houses. The Exchange 
Institute held the monopoly of foreign 
exchange operations until May, 1919, and 
in June, 1921, all restrictions on exchange 
business were removed, though the Institute 
is still in existence in 1928. During the period 
of its principal activities, the Exchange 
Institute certainly rendered great services 
to the State; it served as a connecting link 
between legitimate buyers and sellers of 
exchange, weeding out the speculators and 
unorthodox exchange operators. Means were 
taken to see that any exchange in existence 
came into the hands of the members of the 
Institute, and its influence in effecting a 
degree of stabilization was extremely bene- 
ficial to the country at large and to the State. 
At the present time its main function is to 
procure for the Government the foreign 
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currencies needed to meet payments abroad 
on account of Italy. 

By the end of 1927 a certain measure of 
stabilization of exchange had been achieved 
at a rate around 809 lire to the £1. Then, on 
December 22nd, 1927, an Order in Council 
was issued abolishing the forced currency 
system and establishing a gold standard at 
the rate of 19 lire to the U.S.A. dollar, 
92°46 lire to £1, and 3-66 lire to the old gold 
lira. The gold parity is fixed at 7-919 
grammes of fine gold to roo lire. 

It was enacted that from 22nd December, 
1927, the Bank of Italy shall change on 
demand any of its own notes for gold or 
the currency of any country having a gold 
standard. No change was made in the 
validity of the silver and paper currency 
then in circulation. But the Bank of Italy 
is authorized to estimate its whole reserve 
of gold or foreign gold standard currencies 
in Italian lire at the gold parity fixed by the 
Decree. Any balance resulting from this 
revaluation of the Bank of Italy’s reserve 
is to be placed to the credit of the State. 
The Bank of Italy is bound to hold reserves 
in gold or foreign gold standard currencies 
for not less than 40 per cent of the value of 
its notes in circulation. 

The decision of the Italian Government to 
return to the gold standard was arranged 
in collaboration with the Bank of England 
and the Federal Reserve Bank of New York, 
which acted on behalf of fifteen banks of 
issue of States in which a gold standard 
had been adopted. 

The Bank of Italy arranged special credits 
with a group of central banks, headed by 
the Bank of England and by the Federal 
Reserve Bank for a credit of $75,000,000, 
and with a group of ordinary banks, headed 
by J. P. Morgan & Co., for a further credit 
of $50,000,000. These credits are at the 
disposal of the Bank of Italy for the defence 
of the new Italian gold lira (new parity). 
With these credits Italy has in gold or its 
equivalent, 16,497,000,000 lire against ap- 
proximately 17,500,000,000 of notes, thus 
giving a proportion of about 94 per cent. 

The stabilization of Italian currency is 
of considerable interest, for the composite 
nature of the Italian note circulation 
presented a difficult problem. Prior to the 
Decree above referred to, the note circula- 
tion consisted of notes of the three banks 
of issue, plus an amount of State notes 
of small denominations. The bank-notes 
were issued for a variety of purposes, some 
to meet the needs of commerce, some for 
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the Government. Regulations regarding 
the different issues and the reserves main- 
tained, as we have shown, varied with 
the purpose. Actually, there were sixteen 
different classes of bank-note circulation for 
each of the banks. The problem before 
Italy, then, is to purge the country of this 
mass of paper. 

A good start has been made with the 
small denomination notes, of whicb 
I,700,000,000 lire in 5- and to-lire notes and 
400,000,000 lire in 25-lire notes were origin- 
ally issued. The latter were withdrawn in 
1926. The former are being gradually 
replaced by new silver lire of the following 
weight and fineness— 

20-lire piece = 15 grammes, -800 fine 
to-lire ,, = 10 sa “835 ,, 
S-linciee. = 8 ” +835) 

It has not been necessary to purchase 
silver bullion for the minting of these coins, 
the necessary silver is derived from the 
melting down of the former coins, as 
follows— 

1. About 93,500,000 lire in 5-lire pieces 
weighing 25 grammes, ‘goo fine, held by the 
Bank of Italy and valued as gold in accord- 
ance with the terms of the Latin Monetary 
Union. 

2. About 200,000,000 lire in 1 and 2 lire 
pieces weighing 5 and 10 grammes respec- 
tively, -835 fine, of which 191,000,000 were 
withdrawn by the Treasury in 1917 against 
1- and 2-lire notes, the balance being held 
by the Bank of Italy. 

The former are convertible into 
1,000,000,000 lire of the new 5- and tro-lire 
pieces, and the latter into 700,000,000 lire 
of the new 2o0-lire pieces, thus making up 
the total of 1,700,000,000 lire required in 
replacement of the above-mentioned notes. 

In February, 1928, about 962,000,000 lire 
had been replaced, and as it is estimated 
that some 300,000,000 lire of the remainder 
are likely to be lost or destroyed, the State 
will probably obtain a substantial surplus 
available for issue. ’ 

Exchange on London is quoted in lire and 
centesimi to £1. : 

Exchange on New York is quoted in roo 
lire to U.S. dollars and cents. 


ITALY, Note Circulation. 

The following is a translation of the 
Italian degree regulating the note circulation 
(issued on 8th September, 1926)— 

Article 1. As from 15th September, 1926, 
the Treasury will repay to the Banca 
d’Italia the advances it has made by the 
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issue of notes without cover on State 
account, in the following ways— 

(a) By handing over to the bank gold 
currencies equivalent to 90 million dollars, 
which are valued at 2,500 million paper lire. 

(0) By inscribing in the Budget as 
expenditure of the Ministry of Finance 
yearly amounts of not less than 500 million 
lire, beginning with the present financial 
year and until full repayment of the balance 
of the debt. 

A special agreement between the Govern- 
ment and the Banca d'Italia, which the 
Finance Minister is authorized to conclude, 
will establish the full terms of the regulation 
mentioned under section (a) of this article. 

Article 2. By an order to be issued by the 
Finance Ministry, rules will be established 
for the conversion of 5- and ro-lire currency 
notes into silver coins, and for the with- 
drawal of the 25-lire notes from circulation, 
and in the same order the dates will be fixed 
by which the said notes will cease to be legal 
tender, or will fall under the Statute of 
Limitations. The Finance Minister is author- 
ized to take from the Exchequer Fund the 
silver coin which was withdrawn from circula- 
tion, following the decree of 1st October, 1917 
(No. 1550), and to use such coin for minting 
the 5- and to-lire coins, replacing an equal 
amount of certificates for gold deposited 
abroad held by the Cassa Depositie, Prestiti, 
as cover for the currency notes in circulation, 
in accordance with the terms of the agree- 
ment of 13th June, 1925, with the Banca 
d'Italia. When the withdrawal, the control 
and the cancelling of currency notes is 
completed, as well as every other operation 
connected with the liquidation of such notes, 
the special office therewith concerned shall 
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be wound up and totally abolished by decree 
of the Finance Minister. 

Article 3. The normal maximum limit of 
the circulation of notes issued by the Banca 
d'Italia, exclusive of those outstanding in 
respect of advances to the Treasury, of the 
credit with the Ordinary Section and Special 
Independent Section of the Syndicate for 
Advances against Industrial Securities, and 
of the additional issue against the reserve 
taken over from the Southern banks, is fixed 
at L. 7,000,000,000 as from 15th September, 
1926. Within the said limit the notes in 
circulation shall be subject to a tax according 
to the existing rules; above that limit and 
up to the figure of L. 8,000,000,000, which 
in no case can be exceeded, the notes shall 
be subject to a tax which will be equal to 
the full discount rate plus 334 per cent for 
that part which has not a full gold cover ; 
apart from what is contained in Article 1, 
section (a). 

The notes outstanding which are referred 
to in Article 1, section (a), are not to be 
included in the aforesaid limit, and will be 
gradually reduced by a redemption to be 
effected by the Finance Minister. 

Article 4. The Finance Minister is author- 
ized to issue rules for the execution of this 
decree, and for whatever is necessary for its 
enforcement. This decree will be presented 
to Parliament for conversion into law. (From 
the translation issued in the Banker, Oct., 
1926.) 


ITALY, Par of Exchange with England. 
(See MINT Par.) 


IVORY COAST. 
(See FRENCH WEsT AFRICA.) 
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Nickel penny, halfpenny, and farthing. Silver fourpenny piece 


JAPAN 
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BRONZE COINS OF THE ERA oF TEMPO 
(1830-1843) 
The coin was termed the Tempo-Sen, meaning the 
currency of Tempo Era. When this coin was in 
circulation the word ‘‘ Tempo-Sen ”’ was used as an 
adjective to indicate a stupid person 


(These are no longer 


SILVER COINS OF OLD JAPAN 
The large piece is the Silver IcurBu, 
weighing 8-700 grammes, -g16 fine 
The small piece is the Silver Yix-SHoo = } Ichibu, 
its weight is 1-825 gramme 


in circulation) 
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JAMAICA, Money and Exchange of. 


There are numerous acts and proclama- 
tions relating to the currency circulation of 
Jamaica. In common with various West 
Indian states, the island for many years 
used the dollar unit. The comparative 
proximity to America (the nearest point 
being Cape Gracias a Dios in the Mosquito 
Territory, 310 miles south-west of the 
west end of Jamaica), and the special 
advantages for trade and commerce with 
U.S.A. and Canada, undoubtedly account 
for the fact that dollar currency was for 
many years extensively used. In course of 
time it became necessary for laws to be 
passed to provide for the assimilation of the 
currency of the island with that of the United 
Kingdom. A proclamation was issued on 
23rd October, 1863, calling attention to the 
fact that the fractional parts of the dollar 
of foreign states were not legal tender, and 
in 1876 the silver dollar itself ceased to be 
legal tender. As will be seen from the photo- 
graph inset, there is a nickel currency of 
pennies and halfpennies. These were pro- 
vided for under the Law No. 49 of 1869. 
They are legal tender to the extent of one 
shilling for the penny and sixpence for the 
halfpenny. There are also nickel farthings, 
which are legal tender up to threepence in 
one payment. 

In course of time, British copper coins 
became current and were legal tender, but 
under a notice of 29th September, 1921, 
British bronze and copper coins are declared 
negotiable at the Public Treasury and the 
various parochial treasuries. 

In addition to the nickel coins mentioned, 
the money of account is now similar to that 
in Great Britain, and British silver coins 
from 6d. upwards are legal tender to any 
amount, while the silver coins below 6d. may 
be accepted up to 40s. in one payment. 
The fourpenny piece is often seen in Jamaica. 

However, according to the handbook of 
Jamaica, the coins at present in circulation 
are as given as follows— 


British coins : 
Gold and silver of all denominations. 


American coins : 
Gold—Double eagle at the rate of £4 2s. od. 
One Ap “p > £2 1s. od. 
Half A 5 os £1 os. 6d. 


[JAP 
American coins (continued ): 
Quarter eagle at the rate of Ios. 3d. 
Dollar  ,, a 5 4s. Id. 


Jamaican coins : 

Nickel—Penny, halfpenny, farthing. 

Paper Money. Under Law No. 2 of 1917, 
British Treasury notes of £1 and ros. issued 
under the Currency and Bank Notes Act of 
1914, were declared “ full legal tender in the 
same manner and the same extent and as 
fully as sovereigns and half sovereigns are 
current.” By Gazette Notice No. 457 of 3rd 
July, 1919, bank-notes ceased to be legal 
tender, though the notes circulating in 
Jamaica still include those issued by Barclays 
Bank (Dominion, Colonial, and Overseas) — 
formerly the Colonial Bank, the Bank of 
Nova Scotia, the Canadian Bank of Com- 
merce and the Royal Bank of Canada. These 
notes are in denominations of £10, £5, and £1. 

There are also local currency notes issued 
under the Currency Note Law of 1904 
(No. 27). These were first issued in March, 
1920, and are in denominations of 2s. 6d., 
5s., and Ios. 

Exchange. Rates of exchange with Eng- 
land are mainly governed by and follow 
closely the rates fixed in London. In 1927, 
the rates quoted by the banks were— 


Demand . 1% per cent 
BOIS: << ys 
bo diss | 7 a PIRES | 
go d/s. 2% per cent 


With New York the principal exchange, 
transactions are in the form of demand 
drafts, quotations for which vary with rates 
ruling in New York at the time of issue. 


JAPAN, Money and Exchange of. 

The present currency system of Japan is 
based on the Coinage Law, issued in 1897, 
which established the gold monometallic 
system. Its principal points may be sum- 
marized as follows— 

The monetary unit is 2 fun (0-75 grammes) 
of pure gold, that is, one-half of the former 
gold unit. 

The standard gold coins are of three 
denominations, namely, 5-yen, Io-yen, and 
2o-yen; the former gold coins pass for 
double their nominal value. 

The subsidiary silver coins are of two 
denominations, viz. 20-sen and 50-sen; the 
former 5-Sen, 10-Ssen, 20-Sen, and 50-sen 
silver pieces are allowed to circulate. 
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The other subsidiary coins are the nickel 
5-sen and tro-sen pieces, and the bronze 
I-sen and 5-rin pieces. The former 5-sen as 
well as 2-sen, I-sen, 5-rin, and I-rin copper 
coins prescribed in the Coinage Law are 
allowed to circulate. 

The fineness and the weights of the coins 
prescribed in the Coinage Law are as 
follows— 


FINENESS— 
Gold coins; pure gold -g00, copper -100 


Silver ,, pure silver -720 53) 50 
Nickel ,, nickel £250) ay 750 
Bronze ,, copper +950, tin -40, zinc -1o 
NS Aes Coins— Weight 
Denomination. Momme. 


- 4.4444(16°6666 grammes) 


20 yen-pieces 
. 2.2222( 8°3333 or ae) 


10 ” 


5 oS : - I.IIII( 4°1666 ee 
SUBSIDIARY CoIns— ; 
ay as Weight 
Denomination. Momme. 
50-sen silver « I°320 
20 5 ” - 0°528 
1o ,, nickel . 1-000 
Siy ” - 0°700 
1 ,, bronze . I*000 
Cauhite tas 5 , : . 0°560 
(Note: I momme = 3°570 grammes.) 


The par value with sterling of the yen is 
2s. 0°582d. 

The yen is also equivalent to— 

0-4984 dollar, U.S.A. 2:583 French francs 

2:0924 German reichsmarks 

Troubles arising out of the Great War 
caused a scarcity of subsidiary silver coins, 
and, to fill the void in the circulation, paper 
notes of small denomination, namely, 50-sen, 
20-sen, and 10-sen, were issued as a substi- 
tute for them, in accordance with the 
Imperial Ordinance No. 202, promulgated 
on 29th October, 1917. The issue of these 
small notes increased in volume until, at the 
end of February, 1922, the total in circulation 
reached 218 million yen, the maximum figure 
recorded. Since that date the volume has 
gradually diminished, mainly in consequence 
of the minting of new subsidiary coins to 
displace the notes. At the end of June, 1926, 
the notes amounted to yen 16,696,340, com- 
prising yen 9,183,037.50 in 50-sen notes, 
yen 1,211,800 in 20-sen notes, and yen 
5,301,502.50 in Io-sen notes. 

In May, 1884, was issued the Convertible 
Bank-notes Law, which provided for the 
issue by the Bank of Japan of bank-notes to 
be convertible into silver ; but, on the adop- 
tion of the gold standard in 1897, the 
existing bank-notes became convertible into 
gold. The principal points of the law may 
be summarized as follows— 

The Bank of Japan is required to hold as 


conversion reserve against the issue of notes, 
gold and silver coins and bullion to the same 
amount as that of the notes issued ; and the 
total value of silver coins and bullion must 
not exceed one-fourth of the entire conversion 
reserve. 

The Bank of Japan may, in addition to the 
notes specified in the preceding paragraph, 
specially issue bank-notes to an amount not 
exceeding yen 120,000,000 on the security of 
Government loan bonds, Treasury bills, and 
other reliable securities or commercial bills. 

Should it be deemed necessary, on account 
of the condition of the market, to increase 
the amount of money in circulation, bank- 
notes may, in addition to those specified in 
the preceding two paragraphs, be issued with 
the permission of the Minister of Finance on 
security of Government loan bonds, Treasury 
bills, and other reliable securities or commer- 
cial bills ; in such case an issue tax must be 
paid at the rate of not less than 5 per cent 
per annum of the amount so issued. 

The bank-notes are of seven denomina- 
tions, namely, I-yen, 5-yen, 20-yen, 50-yen, 
1oo-yen, and 200-yen. 

I yen = 100 sen, and the principal parities 
are— 

Great Britain, 2s. 0-582d.; U.S.A., 0-4984 
dollar ; France, 2:583 francs; and Germany, 
2:0924 reichsmarks. 

Exchange on London is quoted in shillings 
and pence to r yen; on New York in U.S.A. 
dollars to 100 yen; on Paris, in francs and 
centimes to 1 Japanese yen ; on Hong-Kong, 
in Hong-Kong dollars to 100 Japanese yen ; 
on Shanghai, in Shanghai taels to 100 
Japanese yen; on India, in rupees to I00 
Japanese yen. 


JAPAN, Par of Exchange with England. 
(See Mint Par.) 

JAPANESE SAGHALIEN. 
(See Tatwan.) 

JAVA. 
(See NETHERLANDS East INDIEs.) 


JETONS. 


French alloy or base metal coins of the 
face value of 2 francs, 1 franc, and 4 franc. 
These coins circulated in the Gold Coast, but 
on 13th January, 1926, a proclamation was 
issued prohibiting their importation. In the 
Gold Coast Colony, in which they used to 
circulate, they were popularly known as 
“jetons.”’ 


JOHORE. 
(See MaLtay StTaTEs, UNFEDERATED.) 
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KABULI. 


A rupee coin circulating in Afghanistan. 
(See AFGHANISTAN, MONEY OF.) 


KARAFUTO. 
(See TAIwan.) 


KEDAH. 
(See MaLay STATES, UNFEDERATED.) 


KELANTAN. 
(See Maray STATES, UNFEDERATED.) 


KENYA COLONY, Money and Exchange of. 


The East African shilling of 100 cents is 
the monetary unit ; 20 East African shillings 
equal 1 East African pound. 

The silver coin is legal tender to any 
amount, as are also East African currency 
notes, which are in denominations of 5s. 
to 5,000s. 

The subsidiary coinage comprises silver 
50-cent piece, bronze Io cents, 5 cents, and 
I cent. 

Indian currency (rupees) used formerly to 
circulate in Kenya Colony and Uganda, and 
the British sovereign was legal tender at 
15 rupees to f{1. Early in 1920, with a rising 
exchange, the rupee appreciated to 2s. 9d., 
and it became necessary for the Government 
to take action. Accordingly in February, 
1920, an ordinance was passed fixing exchange 
for British currency notes at 84 rupees to fI. 
Exchange continued to fluctuate, mainly in 
a downward direction, but after adopting a 
rate of 10 rupees to /1, it was finally decided 
to create a new currency altogether, and in 
1921 the florin was substituted for the rupee 
and the shilling for the half-rupee, the florin 
of 100 cents being the unit. Even then 
finality was not reached, and the monetary 
position remained unsatisfactory. So, in 
January, 1922, the florin currency was 
abandoned and the shilling of 100 cents, as 
stated above, was adopted as the monetary 
unit, 

The currency system and circulation is 
now under the control of the East African 
Currency Board, and is very skilfully 
managed. 

A stable sterling exchange is maintained 
by the Board. 


K [KIT 


The African banks quote exchange at a 
premium or discount, according to supply 
and demand. In September, 1927, the rates 
were as follows for transfers in shillings— 

Demand, 9/16 per cent premium. 

Telegraphic transfers, 11/16 per cent 
premium, 

It was stated that drafts on East Africa 
would be issued in sterling, without charge 
in London, provided they were enfaced with 
the clause “‘ payable in local currency at 
your current rate for the purchase of 
demand drafts on London.” Should the 
clause be omitted, the applicable exchange 
would be payable in London. 


KITE-FLYERS. 


Accommodation bills drawn for the pur- 
pose of raising funds. Kite-flying operations 
are seen where a firm, not necessarily a 
financial house, trades on its reputation and 
induces other people to accept bills, the sale 
of which is a means of furnishing the drawers 
with funds. Such bills are accommodation 
paper, pure and simple, but means are so 
often taken to cover up such operations 
under the guise of legitimate business, that 
it is never easy to tell when kite-flying is in 
progress. The bills are often drawn by 
reputable trading concerns, public companies, 
and even by foreign banks on finance houses 
in London, and until the inevitable day 
comes, when the drawers are unable to meet 
their commitments, the business may go on 
unchecked. 

Probably the worst case of kite-flying in 
recent years was that which came to light 
upon the failure of the Bank of Egypt in 
September, 1911. The subsequent investiga- 
tion undertaken by the liquidator, proved 
conclusively that the bank had been obtain- 
ing extensive credits on the London money 
market simply on its name; it had, in fact, 
been living entirely on its credit for a 
considerable period, and the moment the 
bank’s bills became unsaleable, it failed. 
Whenever liabilities seemed to be pressing, 
funds were raised by drawing and selling 
three months’ bills against cash in Egypt, 
and when these bills matured, the money to 
meet them was obtained from further sales 
of drafts. (See Finance Birts and House 
PAPER.) 


119 


KOB] DICTIONARY OF WORLD’S CURRENCIES AND FOREIGN EXCHANGES [KWA 


KOBE, Par of Exchange with London. 


The par of exchange between Kobe and 
London is x yen to 24°58d. 


KOREA (CHOSEN), Money and Exchange of. 


Prior to the occupation of Korea by the 
Japanese, the monetary system was in a 
state of chaos. But in 1905 Japan undertook 
a radical reform of the currency. The coinage 
regulations were revised, and new coins equal 
in quality and weight to those of Japan 
were minted. For a time the old Korean 
nickel coins were allowed to circulate, but 
they were definitely withdrawn by the end 
of 1909. After the annexation, with the 
object of unifying the coinage in Chosen with 
that of the Japanese Empire, the minting of 
coins under the coinage regulations was 
suspended, and at the same time the circula- 
tion of Japanese money was encouraged. 
Old customs, however, die hard, and although 
the old Korean coins in circulation dimin- 
ished steadily, it was not until April, 1918, 
that the Imperial Coinage Law could be put 
into force in Chosen; even then, the use of 
the old Korean currency as legal tender had 
to be permitted until the end of 1920, and 
the Japanese Government had to undertake 
their exchange for the following five years. 
The use of “‘ yo-sen ’’ (Korean bronze coins), 
however, was left free for the time being, 
owing to the unsatisfactory economic condi- 
tions ruling in Chosen. 

Actually, the bulk of the currency in 
Korea is paper in the shape of convertible 
bank notes of the Bank of Chosen, Under 
its charter, the Bank of Chosen is allowed 
to issue notes on the security of gold coin, 
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gold and silver bullion, and convertible notes 
of the Bank of Japan. It may also issue 
notes up to the limit of yen 50,000,000, on 
the security of the exchequer bills and other 
reliable bills or trade paper. As they are 
practically the only medium of exchange, 
the notes in circulation have increased 
steadily during recent years. Further, since 
December, 1917, the notes have been allowed 
unlimited circulation in the Kwantung Terri- 
tory, and in the leased districts of the South 
Manchurian Railway Co. Such notes have 
also replaced the “‘ gold notes” formerly 
issued in Manchuria by Yokohama Specie 
Bank, and in consequence the Korean note 
issue has been still further increased. 

The notes are in denominations of yen 100, 
20, 10, 5,and 1; also 50sen. 

Such is the economic position of Korea, 
that in some of the more important towns 
cheques and bills of exchange really function 
as currency, though their circulation is under 
very strict supervision. In some parts the 
merchants have what are termed “ note 
associations ’’ for the transaction of busi- 
ness relating to bills and other exchange 
operations. 

Exchange with London is 
shillings and pence to I yen. 


quoted in 


KWANG-CHAU WAN, Money of. 


The currency in circulation is the Indo- 
China piastre of roo cents and subsidiary 
coins and paper. (See CocHIN-CHINA and 
INDO-CHINA.) 


KWANTUNG PROVINCE. 
(See Tarwan.) 


KELANTAN 


LEAD COINS 
Found circulating in the Kelantan Province 
(Unfederated Malay States) 
The top coin is a 1-cent piece made by the Malays. The two'coins with hole in 
centre are l1-cent pieces made by Chinese Kongse Tak Sun. The coins at bottom 
are l-cent pieces made by the Government Mint 


KOREA 


KOREAN SILVER COINS 


Circulating before Korea was conquered by Japan. 
The coins had various kinds of more or less precious 
stones embedded in the centre. They have long since 

disappeared from circulation 


LAO] 


LAOS, Money of. 
The currency in circulation is the Indo- 
China piastre of too cents and subsidiary 


coins and paper. (See CocHIn Curna and 
INDO-CHINA.) 


LATIN MONETARY UNION. 


(See BELGIUM, FRANCE, 
ITALY.) 


GREECE, and 


LATVIA, Exchange Quotations. 
(See RATES oF EXCHANGE.) 


LATVIA, Money and Exchange of. 


The lat of 100 santims is the monetary 
unit, the par of exchange with sterling being 
25°2215 = £1. The lat is equal to one gold 
franc and represents -2903226 grammes fine 


gold. 
The following are the coins provided for— 
Gold: 1 lat weighing -2903226 grammes fine gold 
Silver: 1 lat 


Copper: 1, 2, and 5 santims 

Nickel : 10, 20, and 50 santims 

The following are the rates of exchange as 
quoted by the Bank of Latvia on 24th 
October, 1927— 


Riga on | Lats for 24 Oct., 1927 
London £1 25'194-244 
New York $1 5*177-187 
Paris . 100 frs. 20°20-50 
Brussels 100 blgs 71:80-72°55 
Switzerland 100 frs. 99°60—100°35 

ome 100 lire 28°15-55 
Stockholm roo kr. 139°35-I40°10 
Oslo . 5 100 kr 136°25-90 
Copenhagen. 100 kr. 138-65-139°35 
Prague too Cz. kr 15°25-55 
Amsterdam 100 gidrs. 208'05-209'1I0 
Berlin ; 100 Rch.mks. | 123*35-124:25 
Helsingfors . 100 F.mks. 1300-15 
Reval ‘ 100 E.mks. 1°37-39 
Warsaw 100 zloty 57°:00-61:00 
Lithuania 100 litas 50°85-51°70 


One lat of 100 centimes or one gold franc equals 
50 Latvian roubles. 


After the establishment of the Latvian 
Republic, the money first issued was in the 
form of rouble notes, but these were finally 
stabilized at the rate of 50 Latvian roubles 
to 1 lat of 100 santims. The Bank of Latvia, 
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since its institution on rst November, 1922, 
has issued lat notes, and all rouble notes 
are being withdrawn. The lat notes are in 
denominations of 1, 2, 5, 10, and 20 lats, 
and the issue is strictly limited to the amount 
of cover—the notes being payable in gold 
on demand. 

During 1926, the Royal Mint, London, 
coined for Latvia 1,114,469 silver 2-lati 
pieces. The Birmingham Mint coined 
4,100,000 bronze 2-santimi pieces, and the 
King’s Norton Metal Company coined 
3,320,000 bronze 1-santim pieces. 


LEBANON. 
(See FRENCH Syria and SYRIA.) 


LEK. 


This is an Albanian subsidiary coin; 5 leks 
equal xr Albanian franc. (See ALBANIA, 
MONEY OF. 


LEMOS. 
(See Iontan ISLANDS.) 


LETTER OF CREDIT. 


A letter of credit is an open letter of 
request whereby one person (usually a mer- 
chant or a banker) requests some other 
person or persons to advance moneys, or 
give credit, to a third person named therein 
for a certain amount, and promises that he 
will repay the sum to the person advancing 
the same, or accept bills drawn upon himself, 
for the like amount. It is called a general 
letter of crédit when it is addressed to all 
merchants or other persons in general, 
requesting such advances to a third person ; 
it is called a special letter of credit when it 
is addressed to a particular person by name, 
requesting him to make such advances to a 
third person. (Bills of Exchange, Story, Pp. 
459.) (See CONFIRMED BANKERS’ CREDIT ; 
DOCUMENTARY CREDIT ; OMNIBUS CREDIT ; 
PackING CREDIT; TRAVELLER’S LETTER 
oF CREDIT; and UNCONFIRMED BANKERS’ 
CREDIT.) 


LIBERIA, Money of. 

In commerce the principal money used in 
Liberia is British gold and silver coin, and 
the commercial community keeps its accounts 
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in British currency. Official accounts are 
kept in American dollars and cents. 
There is a Liberian local coinage, com- 
prising— 
Silver: 50, 25, and ro cent pieces 
Copper: 2 and 1 cent pieces 


LIECHTENSTEIN, Principality of, Money 
and Exchange of. 


Since February, 1921, Swiss currency has 
been the medium of exchange, the franc of 
100 centimes being the unit. 

Exchange is the same as that of Switzer- 
land. (See SWITZERLAND.) 


LITHUANIA, Republic of, Money and 
Exchange of. 


Lithuania has placed its currency on a 
gold standard, the monetary unit being the 
litas, which was introduced on 16th August, 
1922, The litas is divided into 100 cents, 
and is decreed to be the equivalent of one- 
tenth of the American gold dollar, but its 
gold content is really 0:150462 grammes of 
fine gold ; 10 litas are taken as the equivalent 
of the American dollar. 

The new currency was first put into 
circulation on 1st October, 1922, and 
replaced the money then circulating in the 
shape of Ost marks, Ost roubles, and 
German marks. 

The notes of the Bank of Lithuania are in 
denominations of litas 1, 2, 5, Io, 50, and 
100, and cents I, 2, 5, 10, 20, and 50. 

Exchange between London and Kaunas 
Kovno is quoted in litas and cents to £1. 


LONDON ACCEPTANCE CREDIT. 


London acceptance credits are credits 
issued by the foreign and colonial banks in 
London, mainly in connection with the 
finance of overseas trade. Such credits are 
a variation of a confirmed bankers’ credit, 
with this difference, that when the facility 
is made available, the bills drawn under the 
authority of the acceptance credit are both 
drawn in and accepted in London ; they are 
not, as in the case of the confirmed bankers’ 
credit, drawn from foreign centres on London 
bankers. London acceptance credits are 
more particularly used where exporters are 
consigning goods to a foreign branch of their 
own firm, although they may be also used if 
the goods are consigned for sale to agents. 

Sometimes credit forms are used, though 
frequently the matter is arranged by the 
exchange of letters between the bank and the 
person requiring the accommodation ; and, 


after the preliminary details have been 
settled, the bank simply confirms to the 
exporter that he may draw bills up to a 
specified limit and within a prescribed time 
on the banker in London, who guarantees 
to accept the bills. These credits are often 
made revolving, that is to say, the limit up 
to which a firm may draw bills might be 
fixed at, say, £100,000, and then, as soon as 
the bill or bills have run off, a further bill or 
bills may be drawn on the banker until the 
limit named is again reached. 

When the goods are ready for shipment, 
the exporter draws his bill of exchange on 
the bank, attaches to it the requisite shipping 
documents, and presents the complete set to 
the banker. The bill will be, say, at three 
months’ sight; when it is received by the 
banker, he detaches it from the shipping 
documents, accepts the bill, and returns it to 
the drawer, i.e. the exporter. The shipping 
documents are subsequently forwarded by 
the banker to his own branch abroad for 
delivery to the consignee. 

A small commission is charged for this 
service, usually about 2 per cent per annum 
on the amount of the bills, and the accepting 
commission is paid to the bank in London 
as each bill is drawn. 

In return for these facilities, the exporter 
hypothecates to the banker the goods he 
ships. As a matter of fact, he signs a letter 
of hypothecation giving the banker a lien 
over the shipment as security for the amount 
of the bill the banker has accepted, and it is 
usual in the case of these acceptance credits 
to require a separate letter of hypothecation 
to be sent in with each bill drawn. Among 
the usual conditions, the letter of hypothe- 
cation contains an undertaking that the 
proceeds of the consignment shall be remitted 
to London through the foreign branch of the 
bank in time to arrive before the maturity of 
the bill, upon which the bank has become 
liable as acceptor. The banker expects, of 
course, to make a useful profit on the 
exchange by having the funds remitted 
home through the intermediary of his foreign 
branch, 

The main object of getting the banker to 
give his acceptance to these bills in London 
is to enable the exporter to obtain his money 
immediately his shipment is ready ; as soon 
as he has got the bill completed by accept- 
ance, it ranks as “‘ bank paper,’’ and as such 
can be turned into cash immediately at the 
best discount rates on the London market. 

The shipper is not always permitted to 
draw for the full value of the shipment; 
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sometimes the banker will agree to accept 
bills for only, say, 75 per cent of the invoice 
value, but in all cases the banker’s accepting 
bills under these credits is considered as 
advancing on the security of the whole of the 
shipment. Moreover, he does not lose his 
recourse on the drawer when he delivers the 
produce to the foreign consignees, since in 
the letter of hypothecation the exporter 
specially undertakes that when documents 
of title to the goods are handed to the 
consignees, the latter are to hold them until 
realization, and also the proceeds of sale 
after realization in trust on behalf of the 
banker. 

A further point to be noted is, that if for 
any reason sufficient funds should not be 
forthcoming to repay the banker for the 
amount of his advance, as represented by 
the bill or bills he has accepted and will have 
to pay at due date, then the exporter, in 
accordance with the undertaking he has 
given in the letter of hypothecation, has to 
make up the deficiency forthwith. To make 
this clearer, we may say that it sometimes 
happens that the goods are unsold, or 
perhaps only a part of the consignment is 
sold when the bill falls due for payment in 
London. The proceeds for the part sold will 
have been remitted to the banker. The 
banker as acceptor of the bill has to pay it 
at due date on presentment; he naturally 
will not as a banker ask the person who 
presents the bill for payment to extend it for 
him. Having paid the bill, then, he has to 
look to the drawer for funds, or for the 
balance short-covered ; and what the drawer 
will do, subject to the bank’s agreeing, is to 
pay the banker the amount of the first bill 
he (the banker) has had to meet, and then 
to draw on the banker a fresh bill for the 
unremitted portion. The balance of the 
goods unsold may be taken to represent the 
security. The banker accepts this bill, and 
the drawer promptly sells it under discount 
on the market, so he really gets back most 
of the money he has just paid the banker for 
the first bill short-covered. If the banker 
considers it unwise to accept a bill for the 
whole amount represented by the unsold 
goods, he will arrange that the exporter after 
completing the cover for the first bill, draws 
a bill for, say, 75 per cent or less of the 
balance short-remitted. To this bill the 
banker will give his acceptance in the hope 
that the goods will have been sold before 
maturity and the matter closed up. These 
so-called renewals are very unsatisfactory, 
but in times of stress or bad trade the busi- 
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ness has to be done in this “ Box and Cox”’ 
way, in order to help a lame duck over the 
stile. Ultimately, if the entire amount is not 
cleared off, the banker may refuse further 
renewals, and insist on payment of the 
balance outstanding. 

The method of treating the remittances, 
which are received in London from abroad 
for the purpose of providing cover to meet 
the banker’s acceptances, is interesting. As 
we have said, when the banker has given his 
acceptance to the bill drawn upon him, he is 
the person liable to pay it at maturity. 
Bearing that fact in mind, then, he has made 
arrangements whereby the drawer’s agents 
are to remit funds to meet acceptances, so 
that the money shall be in London before 
maturity. The practice when the remittances 
are made to London is to hold and appro- 
priate the money as received to the relative 
acceptance. For example, each bill is drawn 
against a definite consignment, and when 
the proceeds from the sale of goods are sent 
home, they are applied first to meet the bill 
which has been drawn against them at due 
date, and the balance, if any, is then paid 
to the shipper ; in normal times this balance 
may be said to represent his profit on the 
shipment. It will be plain that the proceeds 
of sales sometimes arrive before maturity of 
the bill, and when this happens it is custom- 
ary to allow interest at the rate given by 
the London joint-stock banks for short 
deposits from the time of receipt of funds, 
until they are paid over to the exporter or 
applied to payment of the acceptances, 

The position of security is important. 
Apart from the question of remittances, 
legally, the banker may be said to hold as 
cover for his acceptance the bills of lading 
and other documents of title to the goods, 
until he parts with them to the consignee at 
any rate. The question which arises is, what 
is his position in regard to this security ? 
Sir John Paget holds (Law of Banking, 
p. 360) that in this case the banker is a 
pledgee of the goods, the consideration for 
the pledge being the liability he assumes on 
the bills as acceptor at the customer’s 
request. The object of the pledge is, of 
course, the indemnification of the banker 
against this liability. 

There remains the question as to whether 
or not the banker is entitled to sell the goods, 
always supposing he retains them under his 
control, in the event of default. In the letter 
of hypothecation in connection with these 
particular acceptances, there is often no 
clause dealing with the disposal by the 
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banker of the goods, if funds are not forth- ; honoured the bill, so the exporter can sue 


coming to pay the acceptances, and, as we 
have said, in many cases the bank delivers 
the goods over to the consignees, though it 
should be noted that the latter, under the 
terms of the letter of hypothecation, are said 
to hold the goods in trust on behalf of the 
banker. The view of Sir John Paget (Law 
of Banking, pp. 360-1) seems to be that the 
right to realize would probably accrue in 
this case where the drawer undertakes tu put 
the banker in funds to meet the bills a 
specified time before they are due and fails 
to do so. Failure to remit funds for the 
repayment to the banker constitutes a 
default, but it is important to remember 
that the banker is not entitled to realize 
until he himself has actually paid the bills. 
Further, it is held to be desirable that 
application should be made to the client for 
reimbursement, and notice given to him by 
the banker that, failing his providing the 
funds within a limited time, the goods will 
be realized. 

The case of Banner v. Johnston is some- 
times cited in this connection, and although 
the effect of that case is to make it plain 
that the banker can, so to speak, foreclose 
after he has paid the bills, the foreclosure 
must be subsequent, not precedent, to the 
paying of the bill by the banker. The refer- 
ences in the case in question are to the 
banker’s selling in order to obtain the where- 
withal to pay bills, and the references, as 
Sir John Paget remarks, must be read in the 
light of the particular facts of the case, 
namely, that the drawers had agreed that 
the bankers should be kept out of cash 
advances which could only be by their 
realizing before the bills of exchange became 
due. Consequently, as the matter stands, it 
seems “‘ that either a default is inferred from 
the banker having to pay, or a power of sale 
is implied after he has so paid, as being 
essential to his indemnity.’’ (Sir John Paget, 
Law of Banking, pp. 360-1.) 

Mention might be made of cases that have 
come under the writer’s notice, in which the 
firm to which the goods are consigned is not 
a branch of the drawer’s firm. Here the 
drawer, in addition to drawing the bill which 
the banker has accepted, will draw a further 
bill on the foreign consignee of the goods. 
The consignor does this for his own protec- 
tion; he, in the event of funds not being 
forthcoming to pay the banker for his 
acceptance, has this second bill to fall back 
upon. Funds would not be sent to London 
because the consignee would have dis- 


him on it in the ordinary way just like any 
other drawer of a bill of exchange. (See 
CONFIRMED BANKERS’ CREDIT.) 


LONDON, Exchange Rates in. 
(See RaTES OF EXCHANGE.) 


LONDON, Gold Points with New York. 
(See GoLp PoInTs.) 


LONDON, Mint Pars of Exchange with. 
(See Mint Par.) 


LONG EXCHANGE. 


By “ long exchange ”’ is usually understood 
three months’ bills, though 60 day bills are 
sometimes included in the term. Long 
exchange is always based on short exchange, 
and an example will make this clear. 

Let the reader imagine he is buying a bill 
in London drawn on Geneva. He wants a long 
or three months’ bill. The basic rate will be 
the short rate, since the long rate will be 
simply the short rate of exchange with the 
amount of interest for three months, plus 
stamp charge, added to it. For instance, if 
short exchange were 25-96c. to £1, and the 
market rate of discount in Geneva 5 per cent, 
then the buyer would expect to get the short 
exchange, plus three months’ interest at that 
rate (25:96 plus +324), 26-284, to which has 
to be added the charge for foreign stamp 
duty, and, in some cases, a small charge for 
risk or contingencies, in all, say, 07 cen- 
times, thus giving a rate of 26-354 as the 
long exchange, or three months’ rate for 
bank bills drawn, London on Geneva. We 
add interest and charges to the rate, because 
if a person has to wait three months before 
he gets his money, he naturally expects to 
receive some compensation in the way of 
interest ; in other words, on a three months’ 
rate we give the buyer so much more to the 
pound sterling than if he had bought a bill 
at the short rate. 

If we are dealing in the reverse direction 
and are drawing bills, Geneva on London, 
and assuming the same rate of interest is 
current in the London market, instead of 
adding the interest it must be deducted from 
the short exchange, and the result is the 
three months’ rate on London in Geneva. 
For instance, given a rate in Geneva of 
25°97%, and deducting from it three months’ 
interest at 5 per cent, say, -324, we get as 
the result 25-651, or allowing stamp and 
charges, the three months’ rate is 25:581. 
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The Swiss dealer, it will be observed, sur- 
renders fewer francs and centimes for {1 
payable in three months’ time than he would 
if the bill were payable at once, and this to 
him obviously is the better rate. Strictly 
speaking, this addition to or deduction from 
the short exchange is merely another way of 
expressing the discount allowed for the time 
the bill has to run and the charges. 

The question of adding to or deducting 
charges is easy enough when dealing with 
movable exchange, but not so plain when 
operating in fixed exchange. Yet all that 
has to be remembered is that a bill on 
demand or payable at sight is more valuable 
than one that is not due for three months. 
Hence the maxim, the better the bill the 
lower the rate, which applies to exchange 
quoted in foreign units to the pound sterling. 
When rates are quoted in fixed exchange, 
that is, in the home currency, or, as the 
dealers say “‘ in local currency,”’ the rule is, 
the better the bill the higher the exchange 
rate. So if we have a rate on, say, Lisbon at 
2}¢d., a buyer will give less pence for a bill 
payable at three months’ date than he would 
for one payable at sight, therefore the charges 
will be deducted. Similarly, if we are buying 
a bill in Lisbon on London, to find the long 
rate of exchange we add the charges to the 
short rate, not deduct them as we do when 
dealing in foreign currency, say, francs and 
centimes (movable exchange). The person 
selling surrenders more escudos for his bill 
payable at sight, or gets less sterling, which 
comes to the same thing. 

Care is needed in this question of interest 
or discount on bills of exchange which are 
drawn payable other than at demand or at 
sight. When it is a case of turning the bill 
into immediate cash, the discount is calcu- 
lated at the rate current on the market in 
which the bill is payable, not in the place in 
which the bill is bought. Moreover, the place 
in which the bill is payable is not always 
the centre in which the bill is accepted, since 
in numerous cases bills are drawn on and 
accepted in one country, but are made 
payable in another country. For example, 
bills may be drawn on and accepted in Paris, 
but made payable in London. 

The points, then, to be emphasized are, 
that the rates for bills payable three months 
after date are better than for bills payable 
on demand. The reason is, that the purchaser 
of a three months’ bill will expect to get it 
at a rate which, after allowing for discount 
(i.e. the charge for melting or turning the 
bill into ready cash in the market in which 
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it is payable) will put him in no worse 
position than if he had bought a bill on 
demand. The rate for these “‘ usance ”’ bills, 
as they are often called, is thus determined 
by the rate of discount current in the place 
on which they are drawn. 

There is another point. Given the long 
rate, the short rate can be calculated from 
it; for instance, given a long rate of, say, 
25°36} frs. for bills on Geneva, the short 
rate will be— 

Frs. 25+3625 


Less 3 months’ interest at, say, 23% "1743 
25°1882 

;, allowance for stamps, etc. . “0130 
Fis. 25:°1752 


which will be the short rate. 

Now the long rate of exchange, being 
affected by the rate of interest or discount, 
can and does move independently of short 
rate ; but short rate cannot move unless the 
long rate moves also. To illustrate this, we 
may take the rate of exchange for short bills, 
say, on Geneva at three different dates, and 
suppose it remains at 25:20}, and suppose 
that on the same three dates the rate of 
discount in Geneva were 3}, 4, and 5 per 
cent, the long rate on each occasion would 
be as follows— 


Shortrate . 25:2025|Shortrate 25:2025,Shortrate 25'2025 
32% for3m. +2362 4% for3m.. -252015%for3m, 3150 
Stamp ‘0150 Stamp “0150, Stamp 0150 
eR! i} 
2574537 | 25°4605, 25°3325 


From a comparison of these rates, then, 
we see that neither a rise nor a fall in the 
short rate has occurred, but that the upward 
movement in the discount rate in Geneva 
has caused a widening in the difference 
between the short rate and the long rate of 
exchange. 

We have worked on the assumption that 
the long bills in question are bank bills, and 
as such they have been discounted at the 
market rate of discount in the market on 
which they are drawn. In practice, there are 
two rates of discount in most well-organized 
money markets, market rate of discount and 
bank rate of discount. The former is the lower 
of the two, and is applied to the superior 
class of bill, viz. bank bills. If trade bills 
are sent, then the rate of discount taken 
would be the bank rate, i.e. the higher rate. 

In most countries adjacent to London, the 
tendency since the Great War has been for 
the rate of exchange for long bills to fall 
into desuetude, owing to unstable rates of 
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exchange. Its place has been taken by for- | 
ward exchange rates, since no one who has 
a long bill would, in general, care to take the 
risk of a fluctuating rate of exchange; rather 
would he settle a forward contract with the 
banker. But in foreign countries further 
afield, long bills, and bills at various usance, 
are still very much in evidence, and all 
banks, say, in India, China and the Far East, 
South Africa, the Argentine, etc., still 
““make’’ rates for long bills. (Cf. W. F. 
Spalding, Foreign Exchange and Foreign 
Bills; Eastern Exchange, Currency and 
Finance ; Tate’s Modern Cambist, for detailed 
description of bills, rates of exchange, stamps, 


etc.) (See SHORT EXCHANGE; FORWARD 
EXCHANGE ; ARBITRAGE; SPREAD; BANK 
RatE; and MARKET RATE.) 


LONG ON EXCHANGE. 


To “ go long’’ on exchange is to buy or 
agree to buy exchange on the spot in the 
hope of being able to sell in the future at a 
profit. For example, an exchange operator 
or banker having from his private advices 
been informed that the trend of French 
exchange is likely to be upward, may buy 
cheques on France, say, at 130 francs to the 
£1 for “‘spot”’ cash. Later the rate commences 
to move in favour of Paris. It appreciates 
to 125 francs. The banker then sells at that 
rate, and there is at once a profit of 5 francs 
to the £1. To take another example ; a New 
York operator may buy £50,000 sight drafts 
on London firms or banks when the rate of 
exchange is $4.85 at a total cost of $242,500. 
We assume these bills reach London, are 
paid, and the proceeds put to the account of 
the American firm in a London bank. Seven 
days later the rate of exchange may have 
moved against London. The dealer can sell 
sight drafts against his London account at, 
say, $4°86. If he sells £50,000 he would get | 
a return of $243,000, or $500 more than he 
had laid out. It may pay him to sell cable 
transfers at, say, } per cent higher, $4-863, 
and in this case he would get $243,500, or 
$750 profit. 

Similarly, with longer dated exchange. A 
banker may agree to buy a man’s demand 
draft deliverable two months hence for 
£10,000. He might fix a rate of $4-86, and 
then be able to sell a two months’ draft for 
£10,000 a little later on to another customer, 
also deliverable two months hence. Or, he 
may take his chance, and after buying 
exchange, he may cover in the future as 
opportunity offers. In this connection, Ira 


Cross has a good illustration in his American 


work, Domestic and Foreign Exchange. On 
page 500, he says— 

“ When a banker goes ‘ long ’ on exchange, 
he may attempt to protect himself by 
hedging just as he does when he goes ‘ short ’ 
on exchange. When he agrees to purchase 
a £10,000 draft from an exporter two months 
hence at $4:8655, he may have been able to 
sella {£10,000 draft to another customer 
deliverable two months hence. Or, before 
quoting a forward rate to the exporter, he 
may have called up another dealer and 
arranged to sell him a future for £10,000 at 
$4°87 deliverable two months hence, and 
then have used his rate of $4:87 as the basis 
for his quotation of $4:8655 to the exporter. 
Or he may have gone into the market and 
sold 60 day bills on his London account at 
the prevailing market rate, because, if the 
rate should fall, he would be protected 
against loss, while if it should rise, he would 
lose only the chance of making greater 
profits by the sale of an equal sum of sight 
drafts two months hence at higher rates. 
His price for 60 day bills is supposed to yield 
him a profit at the market rate prevailing 
at the time of the sale. 

“The initiative in arranging a future 
contract may be taken by the banker himself 
as protection against losses arising out of 
purchases of long bills of any kind. He may, 
perhaps, have purchased a 60 day sterling 
bill which he sends abroad to be accepted 
and held until maturity. He can hedge or 
safeguard his interests by selling a future, 
payable 63 days hence, which will be the 
date on which the 60 day bill matures. He 
must make certain, however, that the rate 
that he gets for his 63 day future will be 
high enough to protect his investment in 
the 60 day bill that he has purchased.” 
(See SHORT ON EXCHANGE; FORWARD 
EXCHANGE ; and HEDGING.) 


LORO (‘THEIR ACCOUNT”). 


The term is used in foreign exchange to 
indicate that some particular transaction has 
been passed to the account of third parties. 
(See Nostro and Vostro.) 


LOURENCO MARQUES, Money and Ex- 
change. 


Since 1st September, 1922, the Escudo 
currency of Portugal has been more or less 
in circulation in Lourengo Marques, but 
Portuguese pound notes (Libra esterlina) and 
British sovereigns are in general use for the 
settlements of transactions above the value 
of £1. The so-called “ sterling’ notes are 
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issued by the local banks, but the right of 
issue was rescinded in 1926, and it is laid 
down that the notes are to be withdrawn 
from circulation within ten years from 1926. 
Prices in the shops in Louren¢go Marques are, 
however, usually quoted in British sterling, 
and there is a fixed rate of exchange of 
escudos 4°50 to £1. The rate, however, is 
altered quarterly. 

The use of Portuguese bank-notes other 
than those of Portuguese origin is illegal. 

There is also a special local issue of 
Portuguese notes, used for the payment of 
small sums below {1. The value of these 
notes fluctuates, the rate of exchange with 
the pound sterling following more or less the 
exchange with Lisbon; the average in 1925 
was approximately 100 escudos for £1. These 
notes are not legal tender within the territory 
of the Companhia de Mocambique and Beira. 

There is both an official and a market 
premium on the gold sovereign as compared 
with the Portuguese libra esterlina (notes 
issued by the Banco National Ultramarino) 
which vary, the latter usually the greater. 

The export of gold from Lourengo Marques 
is prohibited. 

Exchange. Only legally registered banks 
are permitted to engage in exchange busi- 
ness. Legislation was introduced early in 
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1927, as the result of which the rates of 
exchange between loca] Portuguese currency. 
Lisbon currency, ani British sterling are 
fixed officially each quarter. (See Portu- 
GUESE East Arrica and MocampigueE, 
COMPANHIA DE.) 


LUXEMBURG, Money and Exchange of. 


Prior to 1914 Luxemburg had a franc 
currency, but the principal metallic money 
was the nickel piece of 5 centimes and the 
24 centimes of Aronzi; both were coined at 
the Brussels Mint in 1908. The Chamber of 
the Grand Duchy passed a Bill on 22nd 
December, 1921, for entering into an 
Economic Union with Belgium. This agree- 
ment is for fifty years, and provides, inter 
alia, for the use of Belgian currency in 
Luxemburg. The agreement came into force 
on ist May, 1922. 

A paper note circulation has been in 
circulation for some years; the notes were 
created under the law of 28th November, 
1914, and the decree of 11th December, 1918 ; 
but a decree of znd August, 1924, authorized 
the emission of 1 and 2-franc pieces of nickel 
to a total of 3 million francs, and these 
displace the notes. 

Exchange is quoted in francs and centimes 
to {r. 
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MACAO, Money and Exchange of. 


Nominally, the escudo currency of Portugal 
is supposed to be the money of the country 
but in practice the currency of the British 
Colony of Hong-Kong is freely used, i.e. the 
Hong-Kong dollar and subsidiary coins. 

There is a local currency in the form of 
a unit called the Pataca, the exchange for 
which is based on the Hong-Kong dollar. In 
November, 1927, the rate as compared with 
the Hong-Kong silver dollar was 20 per cent 
discount. 

The Banco Nacional Ultramarino issues 
notes in patacas for use in this Portuguese 
Asia Colony. (See Honc-Kone and Portu- 
GAL, MONEY AND EXCHANGE OF.) 


MADAGASCAR, Money of. 


The money is the same as that of France, 
and French coins and notes are full legal 
tender. 

In December, 1925, the Bank of Mada- 
gascar was established, and it is the only 
bank of issue. 


MADRID, Par of Exchange with London. 


The par of exchange between Madrid and 
London is Pesetas 25°2215 to f1. 


MALACCA. 
(See STRAITS SETTLEMENTS.) 


MALAYA. 
(See STRAITS SETTLEMENTS.) 


MALAY STATES, FEDERATED AND UN- 
FEDERATED, Money and Exchange of. 


The Straits Settlements’ dollar constitutes 
the monetary unit, its fixed value being 
2s. 4d. There are in circulation a few of the 
silver dollars, and the other silver coins, 5, 
Io, 20, and 50 cent pieces, comprise only 
about 20 per cent of the whole currency 
circulation. The bulk of the money circulat- 
ing may be said to be paper notes of the 
Government which are issued in denomina- 
tions of to cents, 1, 5, and 1o dollars and 
upwards. 

The Federated Malay States include Perak, 
Selangor, Negri Sembilan, and Pahang. 

Unfederated Malay States include Johore, 
Kedah, Perlis, Kelantan, and Trengganu. 

Exchange on London is quoted in shillings 


M 
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| and pence to the dollar, and varies about $d. 
above or below the Singapore exchange on 
London. (See STRAITS SETTLEMENTS.) 


MALDIVE ISLANDS, Money and Exchange 
of. 


The principal medium of exchange is the 
Indian silver rupee, and the Ceylon 50 cent 
piece. 

There are also local issues of copper cent 
coins, bearing the Sultan’s name, and the 
year in Arabic characters. There are two 
kinds, small and large cent pieces. 

One hundred and twenty of the smaller 
copper cent coins equal one Indian rupee, and 
of the larger coins, 30 are equal to one rupee. 

Exchange on London is quoted in shillings 
and pence to one rupee. 


MALTA, Money and Exchange of. 


The monetary unit is the pound sterling, 
and British coins and currency notes are 
legal tender the same as in the United 
Kingdom. A small local coin, the equivalent 
of one-twelfth of a penny, also circulates. 

The notes of two local banks, the Anglo- 
Maltese Bank and the Banco di Malta, also 
circulate. 

A premium of } per cent is usually charged 
for the issue of bankers’ drafts on London, 
but as the local coinage is sterling, the course 
of exchange is approximate to, and based 
upon, the rates ruling between London and 
the various centres, and rates are quoted in 
like manner to those in London. 


MANCHURIA, Money and Exchange of. 


The currency of Manchuria is probably 
more complicated, if not more chaotic, than 
that of China. Generally speaking, there are 
three independent monetary factors with 
which the banker or exchange operator has 
to deal. They are: (1) metallic currency, 
comprising silver bullion, silver coins of 
varying weight and fineness and value, 
copper coins and strings of Chinese cash 
money ; (2) paper notes, of which there are 
three entirely different kinds, emanating 
from different sources, and governed by 
different exchange fluctuations ; (3) foreign 
money, coins, and notes. 

The metallic money, perhaps, does not 
present such peculiarities as the money of 
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China proper. But the principal character- 
istics of the present-day currency of Man- 
churia is the scarcity of metallic money, 
which during the last quarter of a century 
has been gradually driven out of circulation 
by paper notes. 

Silver bullion based on the ubiquitous tael, 
which is still the predominating feature of 
the international trade of China proper, does 
not occupy such a prominent place in Man- 
churia, though the silver bullion tael cur- 
rency is used in trading with the Mongolians 
in the more sparsely populated regions of 
the North-west and South-west of Man- 
churia. It is also popular in some of the 
South Manchurian ports, such as Newchwang. 
Silver sycee, on which operations are based 
in some parts of Manchuria, like that in other 
parts of China, is in the form of shoe-shaped 
silver ingots, each weighing from 50 to 53°5 
Tsao-ping taels (the weight of the Tsao-ping 
tael is 565:65 grains). If a smaller quantity 
of silver is needed, the silver ingot is cut into 
pieces in a sort of small foundry or black- 
smith’s shop. The crude process employed 
results in a good deal of loss of metal dust. 
In Manchuria, as elsewhere in China, a tael 
is not a coin, but a more or less theoretical 
unit, representing silver of a certain weight 
and fineness. The four principal taels met 
with in commerce in Manchuria are the Kirin 
tael (35:9 grammes, 0-986 fine), the Tsitsihar 
tael (of the same weight, but only 0-982 fine), 
the Mukden tael (33-95 grammes, 0-886 fine), 
and the Newchwang tael (35:99 grammes, 
0°986 fine). The Newchwang tael is really a 
fictitious tael, known as the “ transfer tael,”’ 
a standard basis for settling accounts. It 
cannot be “ cashed ”’ except by drawing on 
other centres. In addition, there are a dozen 
or so other taels used in smaller localities. 
Despite its inconvenience in the matter of 
size, weight, and so on, these pieces of silver 
bullion are often used by the shrewder 
peasants as a means of saving or hoarding, 
in preference to the depreciated and dis- 
credited paper money. 

Silver dollars are seen occasionally, and 
they used to have an extensive circulation 
in the districts served by the railways, but 
as far as Northern Manchuria is concerned 
they are now seldom used. A certain small 
quantity of dollars of varying weight and 
fineness which have emanated from China 
mints, is, however, still in circulation in 
Manchuria—most are debased and accepted 
only at a discount. Then there are sub- 
sidiary silver coins, which have drifted down 
from China proper, but these have a separate 


intrinsic value. The rate of exchange for them 
as compared with full-weight dollars fluc- 
tuates, and a different method is used in 
accounting and making calculations in them. 

Copper cash on strings used to be the 
standard domestic currency of Manchuria, 
but these have been driven from circulation 
and replaced by paper notes of similar 
denomination. At present the copper cir- 
culation is practically limited to coins 
termed ‘“‘tungtze”’ (‘“big’’ and “small” 
money), the rate of exchange for which is 
subject to violent fluctuations, and is gener- 
ally downward. 

In Harbin there are two principal curren- 
cies in circulation, the Japanese gold yen, 
and the Harbin local dollar (theoretically a 
silver dollar on the basis of the “ big ’’ dollar 
as quoted in Shanghai). The Harbin dollar 
notes are termed “ tayang-piao.”’ 

The right of issue of gold yen notes in 
Manchuria has been granted to the Bank of 
Chosen, but the notes of the Yokohama 
Specie Bank are also in circulation. Notes 
are issued in the following denominations : 
Yen 100, ro, 5, and 1. There are also sub- 
sidiary sen and rin coins, which have been 
imported from Japan. 

Nominally, the silver currency of Harbin 
is the ordinary Chinese silver dollar, with 
an exchange value which moves in sympathy 
with the fluctuations in the gold price of 
silver. However, as practically no silver 
dollars are in circulation, the currency is 
simply an inconvertible paper dollar, issued 
by the various local Chinese banks, who have 
been given the right of issue by the Mukden 
authorities under the regime of Chang-Tso- 
Lin. Notes are issued in the following 
denominations: $10, $5, $1, 50 cents, 
20 cents, 10 cents, 5 cents. Bronze coins of 
2 and 1 cent pieces are really the only coins. 

These various forms of currency were 
established in Harbin after the collapse of 
the Russia rouble. Prior to this, the rouble 
had functioned as the currency of Harbin, 
owing to the Russian occupation and the 
financial interest of the Russians in the 
development of Manchuria. 

The Harbin dollar was originally intended 
to have an exchange value on a, basis similar 
to the Shanghai dollar, less a margin of about 


4 to 5 per cent to cover the expense of ship- 


ping bullion between Harbin and Shanghai, 
and exchange was considered to be at par 
when rates were quoted at this difference, 
ie. Harbin $104 to Shanghai $100. As a 
matter of fact, there is some difference of 
opinion as to this parity. Customs officials 
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and others whom the author has been able 
to consult, consider the parity to be about 
$101 to $102 to $100 Shanghai dollars. How- 
ever, no one seems to know quite definitely 
what the real parity should be, though 
shipping expenses should be around 14 per 
cent. Railway freight rates in Manchuria 
are abnormally high, and insurance would be 
heavy. The reason why the Harbin local 
dollar’s original parity was considered to be 
on the basis of 104 dollars to 100 Shanghai 
dollars, was due to the constant demand for 
remittances to Shanghai from Harbin, while 
there was little or no demand in the other 
direction—Shanghai to Harbin. Conse- 
quently, if bankers were obliged to ship 
silver to Shanghai in cover for their drawings, 
this premium of 4 per cent was fixed to 
allow for the cost of shipping expenses. The 
demand for remittances to Shanghai eman- 
ates from Harbin Chinese importers and 
others who buy piece goods, etc., from 
Shanghai. Added to this there are other 
large British and American concerns in 
Harbin who are heavy remitters, while the 
Post Office and Customs officials all remit 
their surplus funds to Shanghai. The 
demand, therefore, is considerable. On the 
other hand, there are practically no exports 
from Harbin to Shanghai, so the absence of 
cover is obvious. It is true that Chinese 
importers buy certain quantities of Soya 
beans in Harbin, but these are always bought 
from the Dairen market against silver yen, 
and are shipped from that port. 

As we have stated, no actual silver is in 
free circulation and the currency has, there- 
fore, developed into a purely inconvertible 
paper one. The Chinese banks have grad- 
ually put into circulation vast issues without 
the slightest regard to economic factors in 
relation to the issue of paper money. Con- 
sequently, the so-called Harbin silver paper 
dollar suffers from wide fluctuations in value 
daily, if not hourly. 

A local Chinese Currency Exchange has 
been organized in Harbin, and here the 
Harbin dollar notes are continuously ex- 
changed by merchants and bankers for gold 
yen notes, according to ruling exchange 
quotations. In effect, therefore, the gold 
price of silver is really a minor factor in 
deciding the exchange value of the local 
dollar against gold yen notes. 

It may be asked why a Harbin local dollar 
should be required when there is at hand 
a fairly stable currency like the Japanese 
yen note. It is due to the psychology of the 
Chinese and their innate love for a silver 


currency subject to constant fluctuations. 
It appeals to their gambling spirit. The 
Chinese, as a matter of fact, are the chief 
users of the local dollar in trade, and it is 
from them that the forces of supply and 
demand in connection with the dollar come 
into play. The foreign firms and banks, in 
order to avoid any loss in exchange by the 
constant fluctuations in dollar values, work 
on the basis of the gold yen, and they make 
this unit the permanent basis in covering 
their operations. Any business transacted 
by the exchange banks and foreign firms 
is immediately converted into gold yen, or 
the dollars are disposed of in some other 
safe way immediately a business transaction 
in dollars is made by their aid. On the other 
hand, foreign import firms, when selling 
goods to the Chinese merchants cover at 
once the dollar proceeds, by selling them for 
gold yen, or by settling exchange against 
the dollars for their bills with the foreign 
exchange banks. The exchange banks, in 
turn, immediately dispose of the dollars for 
gold yen. Foreign exporters, in buying goods 
from the Chinese, buy only sufficient dollars 
against gold yen to meet the dollar value 
of the goods purchased. 

It will be realized, then, that these dollars 
are invariably turned into gold yen without 
delay, and that it is only the Chinese them- 
selves who hold them as a permanent 
medium of exchange. The source of supply 
really comes from the local Chinese banks 
of issue and from the Chinese merchants 
who are buying imports. In view of the fact 
that North Manchuria is really mainly an 
exporting part of the country, a continuous 
demand for dollars is thus created by the 
purchasing activities on the part of the 
exporters. Large shipments of Soya beans 
and Soya bean oil are being effected con- 
tinuously throughout the year to Europe, 
with the result that exporters are constantly 
in the market, buying dollars against gold 
yen, in order to pay for the beans which 
they have purchased from Chinese farmers. 

In the financing of the exporters, the 
foreign exchange banks grant advances in 
gold yen only, against which the exporters 
make sterling exchange settlements, and 
hand in their bills, drawn in sterling, to the 
banks as shipments are made. It is, there- 
fore, easy to understand that such financing 
can be done only by the exchange banks 
with a currency on a sound basis like the 
gold yen, otherwise the banks would have 
no opportunity of covering their exchange 
commitments elsewhere, in order to provide 
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the funds necessary for carrying out this | from subsidiary money or “ small” money) 


financing. 

In Mukden conditions are somewhat 
similar. The Japanese yen is in circulation, 
but instead of the Harbin “silver ”’ paper 
dollar, another paper dollar exists, called 
“feng piao.’’ The feng piao are paper notes 
issued by the Mukden banks, mostly in units 
of subsidiary silver currency, the so-called 
“small dollars.” Needless to say, this paper 
money is inconvertible, and an enormous 
number of the notes have been issued. The 
depreciation of this dollar has been much 
more severe than the Harbin paper dollar. 
In March, 1927, the rate of exchange was 
800 feng piao dollars to 100 gold yen, while 
the rate for the Harbin dollar was 75 gold 
yen to 100 Harbin dollars. 

In Dairen (Dalny), the currency circula- 
tion is comprised principally of the Japanese 
gold yen and the silver yen note. No actual 
silver yen coin is in circulation, and, needless 
to say, there is no gold. But, as all the notes 
are backed by reliable security, the right of 
issue being in the hands of the Yokohama 
Specie Bank, their value is undoubted, with 
the result that the fluctuations in value 
occur only in response to the movements in 
the gold price of silver, in a similar way to 
the Shanghai exchange rates. 

Actually, largely by the exertions of the 
Japanese, backed by the exchange banks, 
the currency circulation in Dairen has been 
brought into better order during the last 
year, though it still leaves much to be 
desired. 

Two years ago, although a nominal gold 
standard had been evolved by the Japanese 
authorities in Dairen, both Chinese and 
Japanese currency was in circulation. There 
were two varieties of notes issued: the 
ordinary yen note and the ‘“‘ Newchwang ” 
note, the latter being 30 per cent more 
valuable than the former. As a result, at 
one period that came under the writer’s 
notice, Ioo yen in Newchwang notes were 
the equivalent of about 134 yen in ordinary 
yen notes. Then, of Chinese money, both 
dollars and fractional currency (small money), 
mostly paper, were in circulation, and there 
was a fractional difference in exchange be- 
tween all of them. To quote an example, 
100 yen Newchwang notes were equivalent 
to 133:90 yen ordinary notes; 100 yen 
Newchwang notes were also worth $117°15 
‘‘ small ’’ Chinese money, while $100 “ big” 
Chinese money was the equivalent of 103-40 
Newchwang notes, or 137 yen ordinary notes. 
Again $1 (i.e. “ big ’’ money, as distinguished 
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exchanged for $1-21 ‘‘ small’ money, or 
253 coppers, and a Io cent piece ‘‘ small” 
money exchanged for 21 coppers. 

The problem of the transfer of money to 
other parts of China may be envisaged. The 
money to be transferred, if it happened to 
be Chinese currency, had first to be converted 
into Japanese yen, and again converted into 
the currency of the port to which the sum 
had to be remitted. For instance, if $100 
big Chinese money was required to be sent 
to Shanghai, the banker would first convert 
it into 103-40 yen Newchwang notes. Then 
he would reconvert 103-40 yen Newchwang 
notes into 71 Shanghai taels (that being the 
rate then ruling). Finally, he would remit 
this sum in taels to Shanghai, where the 
person to be paid would expect to receive 
silver—not in notes, but in actual bullion. 
(See Cuina and Darren.) 


MARGINAL LETTER OF CREDIT. 


A letter of credit with a margin or counter- 
foil on which is printed, in blank, the form 
of the bill or bills of exchange to be drawn 
under the authority of the credit. The 
following is a specimen of a marginal letter 
of credit. 


No. 39. 

Credit for £2,000 sterling. 
Duplicate: 4907. 
NATIONAL BANK OF 


SCOTLAND, 
EDINBURGH, 
24th June, 
To 
Messrs. FLETCHER & Co., 
hina. 
I hereby, for the 


National Bank of Scot- 
land, authorize you to 
draw the annexed bill of 
exchange for two thous- 
and pounds sterling on 
Messrs. Glyn & Co., 
Bankers, in London, who 
will honour same in 
conformity with its ten- 
our if presented, along 
with this Letter of Credit, 
within one year from 
this date. 
(Signed) 
‘THOMAS ANDERSON, 
Secretary. 


Jno. J. SHEARER, 
p. Manager. 


First of exchange for 
£2,000 sterling. 


No. 39/4907 F. 


Place and date of drawing, 
SHANGHAI, 
5th April, 


Six Monrus after sight 
pay first of exchange 
(second of same tenour 
and date not being ac- 
cepted or paid), to our 
order, the sum of two 
thousand pounds ster- 
ling, which charge to the 
National Bank of Scot- 
land, as per annexed 
Letter of Credit. 


To Messrs. Gryn & Co., 
Bankers, 
London. 


(Drawer signs here.) 


FLETCHER & Co. 


MARIA THERESA DOLLAR. 


(See ABYSSINIA ; 


BAHREIN JSLANDS; 


ERITREA ; ARABIA, MONETARY UNIT OF.) 
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MARKET RATE. 


The market rate in London is the rate of 
interest at which the open market, consisting 
of the joint-stock banks, the discount houses 
and the brokers, will discount approved bills 
of exchange. The market rate is dependent 
upon the rate of interest allowed by the 
banks on short deposits, since obviously the 
banks will not advance money on bills or 
make other loans at lower rates than they 
themselves pay for the money they utilize 
in their business. Market rate is usually 
lower than bank rate, and the reason, briefly 
explained, is that the immensity of the funds 
at the disposal of the joint-stock banks 
enables them to do business at lower rates 
than the Bank of England. However, the 
market rate of the open market is itself 
dependent on short deposits, and as the 
latter rate, again, is more or less governed 
by the Bank of England rate, it will be 
realized that there is very little danger of 
the joint-stock banks breaking very far away 
from the Bank of England. (See BANK RATE.) 


MARTINIQUE, Money of. 


The money in circulation in Martinique is 
similar to that of France. (See FRANCE, 
MoNnEY AND EXCHANGE OF.) 


MARTIN LAW. 
(See BLUE Sky Law.) 


MARWARI. 


A Marwari is a native banker in India who 
is principally concerned with the financing 
of the inland trade of that country, though 
the Marwaris do a good deal of other business, 
such as that in gold and silver bullion and 
coin. 

Marwari bankers are not exactly middle- 
men, though they take their quota of profit 
before the exchange banks appear in an 
operation. Branches of the European ex- 
change banks are found mainly at the larger 
Indian ports, but the Marwari bankers 
operate in the interior for the most part. 
They finance the crops of the Indian ryot 
from the interior to the ports, where the 
exchange banks then take over the export 
finance. The Marwari bankers are all well- 
known to the exchange banks, who make 
advances to them on the security of goods, 
produce, or bills of exchange, and fix ex- 
change contracts with them from time to 
time. In brief, it is the Marwari’s business 
to raise funds from the exchange banks on 
security, and then to utilize those funds in 


the finance of imports and exports to and 
from the interior. : 

They perform a useful function in native 
trade and finance in India, though it is pos- 
sible, with the extension of branches of the 
Imperial Bank and other institutions in 
India, that their predominance in this trade 
may tend to diminish. (See SHROFF; 
BANIAN ; MULTANI; and HunprI.) 


MAURITANIA. 
(See FRENCH WEST AFRICA.) 


MAURITIUS, Money and Exchange of. 


The principal currency is the Indian rupee 
and Indian subsidiary silver and nickel coins. 

There is an issue of Government notes in 
tupees, the denominations being Rs. 50, Io, 
5, and I. 

Indian rupee notes, Rs. 50, 10, and 5, also 
circulate, and all accounts are kept in rupees. 

In addition there are Mauritius silver 20 
and 10 cent pieces, and bronze coins of 
5 cents, 2 cents, and I cent. 

Exchange with London is quoted in 
shillings and pence to I rupee. 


MAYOTTE AND COMORO ISLANDS. 


The currency is the same as that of 
Madagascar, as the islands are under the 
control of that colony. (See MADAGASCAR.) 


MECCA STANDARD. 


The Mecca Standard is a standard for 
silver coins as laid down in the Koran. (See 
Morocco.) 


MEDJIDIE. 

A Turkish silver coin equivalent to 20 
piastres, and weighing 24-055 grammes, :830 
fine. Its pure silver content is, therefore, 
19:965 grammes. The basis of the pre-war 
Turkish monetary system was the gold piastre, 
but in internal transactions with the Govern- 
ment and other public bodies, payments 
were made in silver médjidiés. The value of 
the médjidié, in the first instance, was 
20 piastres, but owing to the fall in the price 
of silver, it was reduced in March, 1880, to 
19 piastres for Treasury receipts and pay- 
ments, that is to say, its equivalent was taken 
as 105} for one Turkish pound of tI00 
piastres. In reality, there were three diff- 
erent rates for the médjidié: (1) A price 
fixed at 105} piastres to {Tr nominal, or 
1oo piastres for operations with the Govern- 
ment and other fiscal administrations ; 
(2) a price fixed at 108 piastres per £T1 for 
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retail commerce. This rate was subse- 
quently adopted by the Government itself, 
which accepted payments for duties, the 
gold pound Turkish at 102°60 the médjidié 
of 19; (3) a variable market price according 
to supply and demand. In March, 1916, the 
Government instituted a monetary unifica- 
tion on the basis of roo piastres for the 
Turkish pound, suppressing at the same 
time in all countries the premium between 
the médjidié and the Turkish pound. Owing 
to the fall in the price of silver, the coinage 
of Médjidiés was suspended in 1880, but was 
recommenced in 1916 to meet the require- 
ments of the campaign in Syria and Mesopo- 
tamia, as the natives in those countries would 
accept payment only in silver. The coinage 
of the médjidiés was definitely suspended 
from the commencement of 1920. (See 
TURKEY, REPUBLIC OF, MONEY AND Ex- 
CHANGE.) 


MENELIK. 


A menelik isa dollar coin. (See ABYSSINIA, 
MonETARY UNIT OF.) 


METAL EXCHANGE, the London. 


The London metal exchange consists of 
155 members who enter into genuine bargains 
for the sale and purchase of metals. The 
universal practice and legitimate business of 
the exchange is that as soon as a sale is made 
to a person outside, the seller immediately 
enters into a corresponding real contract 
with a member of the exchange which pro- 
tects and binds him, and practically puts 
him into the position of a broker in relation 
to the client outside. 

The methods of dealing are different from 
those that obtain in the London Stock 
Exchange, of which the Metal Exchange is 
an offshoot. It is an open market for four 
kinds of metal, namely, tin, copper, lead, 
and spelter. The dealings are of inter- 
national importance, many millions of 
pounds worth of metal being bought and 
sold. The market lasts for little more than 
an hour each morning, and at the close the 
committee publish the closing prices. 

The members meet in a room in the 
middle of which is a circular iron railing, 
and while the market is on, the members 
take their place within this enclosure. Those 
seated there are the dealers who are prepared 
to sell metal. Behind each dealer stands his 
clerk. For five or ten minutes there is then 
said to be a “ring” for the sale of one of 
the four metals, tin, copper, lead, or spelter, 
each metal being offered in turn. By midday 
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there will have been eight successive 
“rings.” At the end of the market, the 
price is given out, and this published price 
is used all over the world as the standard 
market value in London of the particular 
metal. 

If the metal sold is not taken up it is again 
sold at the market price and the settlement 
of the difference has to be made. 


MEXICAN DOLLARS. 
(See Cutna, Mexican DOLLaRs, USE OF.) 


MEXICO, Banco de Mexico. 


The statutes of the Banco de Mexico— 
the central bank of issue, which commenced 
operations on 1st September, 1925—-contain 
the following principal provisions— 

The capital is to be $100,000,000 (Mexican 
gold) in A and B shares, the former class 
to be subscribed by the Government and to 
represent a minimum of 51 per cent of the 
share capital, while the B shares are to be 
offered to the public. (At the end of Sep- 
tember, 1925, the Government had sub- 
scribed $60,000,000 of the requisite capital.) 


The objects of the bank are— 

1. To issue notes. 

2. To regulate the currency circulation, 
foreign exchange, and interest rates. 

3. To re-discount approved commercial 
documents. 

4. To be responsible for recording the 
accounts of the Treasury. 

5. To effect in general the usual banking 
operations undertaken by deposit and dis- 
counting banks, subject to the limitations 
provided for in the statutes. 

The board, it was provided, would com- 
prise nine directors, five of whom were to 
be nominated by the A shareholders and four 
by the B shareholders. 

The bank may issue notes up to a sum 
not exceeding twice the total amount of gold 
held, at the rate of 75 centigrammes of 
fine gold per peso. Notes, however, may only 
be issued in exchange for Mexican or foreign 
gold coins, for gold ingots at the rate of 
75 centigrammes of fine gold per peso, for 
fine sight drafts payable abroad in gold, or 
in the re-discounting of bills payable in gold 
offered by associated banks. 

The circulation of currency notes is volun- 
tary and in no circumstances will there be 
a forced public issue of currency, but the 
Federal and State Governments and Muni- 
cipalities will be required to receive notes 
at their face value in payment of taxes, etc. 


MEX} 


Banks and banking houses in Mexico may 
effect re-discounting operations with the 
Banco de Mexico provided they subscribe 
for or acquire B shares to the value of not 
less than 6 per cent of their share capital 
and reserves. In addition, the associated 
banks are required to hold in the Banco de 
Mexico to per cent of the total amount of 
their deposits. 


MEXICO, Money and Exchange of. 


The monetary unit is the gold dollar (or 
peso), which under the decrees of 13th 
November, 1918, and 29th July, 1925, has 
a fixed legal value of -75 gramme of fine 
gold. The following are the coins— 


Gold: 20 pesos, weighing 16% grammes, -goo fine 
10 ” ” 8: ” ” ” 
5 ” ” 4t ” ” ” 
2 ” ” 25 ” ” ” 
2 ” ” 14 ” ” ” 


In 1919 American gold coin at the rate 
of 1 U.S. dollar to 2 Mexican dollars gold 
was declared legal tender. 

Silver. Up to December, 1925, consider- 
able confusion existed owing to the fact 
that there were four separate coins of silver 
in existence, but a decree was promulgated 
for the unification of the silver currency 
as from 31st December, 1925. The decree 
lays down that only dollars of the prescribed 
fineness of -720 (as marked upon the obverse) 
remain legal tender. There are also 50, 20, 
and 10 centavo pieces, and the same con- 
dition has been laid down regarding them. 

Bronze. There are bronze coins of 1, 2, 
and 5 centavos in circulation. 

Nickel. Five centavo pieces also circu- 
late, but no further supplies of these coins 
are to be minted. 

The Mexican Mint struck the following 
coins during 1926— 


Gold : 600,000 50-dollar pieces 


Silver: 28,840,000 dollar 
1,465,000 20-centavo ,, 
2,650,000 Io-centavo ,, 


3,160,000 5-centavo _,, 
4,750,000 2-centavo 
5,000,000 I-centavo 


Bronze: 


” 


” 


Exchange is quoted in pence per Mexican 
dollar, the par with London being 24:58d. 
In U.S. dollars per too Mexican dollars, or 
cents per 1 Mexican dollar, and in francs 
per t Mexican dollar. 


MEXICO, Par of Exchange with London. 


The par of exchange between Mexico and 
London is 1 peso to 24°58d. 
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MEXICO, Production of Silver. 
(See SILVER, MEXICAN PRODUCTION OF.) 


MINT PAR. 


The mint par of exchange is the rate of 
exchange at which the standard coin of one 
country is convertible into that of another 
country according to the terms of their 
respective mint laws. This par of exchange 
can be established only between two coun- 
tries whose legal monetary unit is of the 
same metal. The comparison is between 
gold and gold, or between silver and silver. 
There can be no mint par of exchange be- 
tween two countries having legal tender coins 
of a different metal, say of gold in one country 
and silver in the other, the reason being that 
there is no fixed ratio between the value of 
gold and that of silver. 

The value of silver in terms of gold fluc- 
tuates almost daily, and this makes a fixed 
basis of comparison impossible. Nor can 
there be a mint par of exchange between any 
two paper currency countries, or between 
one country having a gold or silver currency 
and one having a paper currency. 

It should be noted that the mint par is 
only the ratio between the weights of the 
precious metals contained in the standard 
coins of two countries, as legally enacted. 
No account is taken of loss of weight due 
to wear and tear or other causes. The mint 
par depends, in short, not on the coin itself, 
but on the legal definition of it, “not on 
the sovereign de facto, but on the sovereign 
de jure, and if every gold coin in this country 
were debased, and every gold coin in the 
U.S.A. sweated and mutilated, the mint par 
would still remain the same. Unless and until 
the law is altered the mint par cannot alter.” 
(Cf. A.B.C. of the Foreign Exchanges, Clare, 
p. 21.) 

The gold coins of all countries are com- 
posed of so much of the pure metal and of 
a small portion of alloy, and as nothing is 
allowed for the alloy when buying or selling 
gold coins, its value is neglected in exchange 
calculations. The English standard for gold 
coin is one of 9163 fine, the term “‘ fineness ”’ 
being used to express the number of parts 
of pure (or fine) gold contained in 1,000 parts 
of the combination of gold and alloy. It 
is more commonly known as the eleven- 
twelfths fine quality, that is 11 parts of gold 
to 1 of alloy. The U.S.A. and most other 
countries use the nine-tenths fine quality, or 
goo parts of fine gold to 100 parts of alloy 
(usually copper). As a matter of fact, the 
English standard is the old one of 22 carats 
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in 24, i.e. the sovereign is made of a metal 
of which 22 parts are pure gold and 2 parts 
alloy. However, the system of expressing 
the quality of gold in milliémes, taking 
1,000 fine as the absolutely chemically pure 
gold, is now generally adopted. The Bank 
of England uses it instead of the former carat 
method, but as the 22 carat fine carries a 
fraction in decimals, the British standard is 
called 916% fine. English gold coin, however, 
is nearly 2 per cent finer or more valuable 
than the goo fine, though, as we have said, 
that makes no difference in account. The 
gold alone is paid for. The alloy, generally 
copper, is used only to make the coin harder, 
and it is admitted that the goo fine standard 
is more durable than the 9163 fine standard. 
Actually, the additional copper in the 900 
fine quality is worth less than one-thousandth 
part of a penny per coin. 

The simplest way to arrive at the mint 
par of exchange between any two gold 
standard countries is to divide the number 
of grains of pure gold of the standard coin 
of one country into those of the standard 
coin of the other. The following examples 
will make this plain— 

The British sovereign is ordained to weigh 
123°27447 grains 43ths fine, and the American gold 
eagle, or 1o-dollar piece, 258 grains, ;%ths fine. 
Therefore if 


I sovereign = 123'27447 grains 
Less ?3th alloy 10:27287 


” 


I13-00160 grains fine 


$1o gold 258 grains {ths fine, then 
$1 ” = 25°8 ” ” ” 
Less jth alloy 2°58 ,, 


23°22 grains fine 


=—=—- 


: 6 
See wt = $4:86656 = Mint par between England 
cs hai and U.S.A. 
Similarly, the French france contains 4:48036 
grains pure gold— 
Seer. = Frs. 25:2215 = Mint par between Eng- 
Gases: land and France. 


Again, the Netherlands florin contains 9:33349 
grains fine gold— 
1130016 


= 12'107 = Mint par between England 
9°33349 


and Holland. 


The following are the principal pars of 
exchange with London— 


London and New York $4 8665=L£1 
i Montreal . $4°8665 ,, 
5 Paris: . Frs. 252215 ,, 
ee Rerne 5 Frs. 25°2215 ,, 
Ps Athens Drachmae 252215 ,, 
Pe Belgrade . Dinars 25°2215 ,, 
Bucharest Lei 2592215 ,, 
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London and Madrid 


(MIN 


Pesetas 25:2215={1 


ne Riga Lats 25-2215 ,, 
Pe Rome » Lire 92465 ,, 
5 Warsaw . Zlotys 43°38 %) 
$9 Sofia . Leva 25:2215 ,, 
ep Brussels Belgas 35:00 * 
a Berlin Reichsmarks 20:429 __,, 
‘ Amsterdam Florins 12-107 _,, 
ee Budapest Pengoes 27:82 3 
. Constantinople . Piastres 110°693__,, 
” Alexandria ” 97°5 ” 
nA Copenhagen . Kroner 18-159 __,, 
- Oslo Fs = 18-159 __,, 
sis Stockholm Kronor 18-159 __,, 
% Reval Kroons 18159 __,, 
~ Helsingfors . Finnish 

Markkaa 193:2296 ,, 
as Vienna Schillings 34°5851 ,, 
a Prague 5 Kronen 24:017__,, 
‘ Kaunas Kovno Litas 48-66 - 
‘5 Buenos Aires. . 1 peso. = 47-619d. 
es Monte Video. .1 _ ,, 5G, 
= Rio de Janeiro . 1 Milreis = 16d. 
5 Valparaiso 40 pesos = {I 
es Mexico Se Lepeson == 245 0al:, 
9 Yokohama (or Kobe) 1 yen = 24°58d. 
. Manila . Ipeso = 24:066d 
> Batavia . Guilders 12-107 = {1 


A few words remain to be said about the 
exchange between two countries on a differ- 
ent monetary standard. Some writers have 
used the term “relative par’”’ to express the 
relation between the two metals—silver and 
gold. The relative par is an abstract expres- 
sion indicating that the exact ratio cannot 
be fixed, since in one of the countries gold 
will be merchandise and, in the other, silver 
will be merchandise, and each will have a 
variable price like that of all other merchan- 
dise. The fluctuations in the price of silver 
in the country which considers it as a com- 
modity will be in an inverse ratio to the 
price of gold in the other country ; if the price 
of silver in the first country goes up, the 
quotation for gold will fall almost method- 
ically and in the same proportion in the 
other country. Similarly, if the price of 
silver fall, the price of gold will rise. 

With a silver standard country, the theory 
is that exchange is generally tending to the 
equation between gold at its mint (or fixed) 
price, and silver at the London market price. 
Silver is the primary basis of the exchange 
quotations in the Far East, and exchange 
is said to be so much above silver parity 
when it exceeds the gold price at which a 
given quantity of silver, after adding freight, 
insurance, and other import charges, could 
be laid down in, say, Hong-Kong or Shanghai. 
It is so much below silver when it is below 
the gold price which a given quantity of 
silver would fetch, after deducting freight 
and other charges, if exported from China, 
say, to London. 
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MITYLENE. 
(See Ion1AN ISLANDS.) 


MOCAMBIQUE, COMPANHIA DE, Money of. 


The monetary unit is the Portuguese 
escudo of 100 centavos. 

There is a large note circulation, in denom- 
inations of 1 escudo, and 10, 20, and 50 
centavos. 

Notes of the Banco de Beira, called 
“‘libras,” and also known as “ pounds,” 
circulate in denominations of 1os., £1, £5, 
£10, and £20. Shillings and pence do not 
exist, though the terms are used to indicate 
divisions of the libra. 

British gold coins are also accepted, though 
the currency is not legal. (See PORTUGUESE 
East AFRICA.) 


MONACO, Money and Exchange of. 


The money is the same as that of France, 
namely, the franc of 100 centimes. Ex- 
change is mostly with Paris, and follows 
much the same course with other countries 
as does the exchange of France. 


MONGOLIA, Money and Exchange of. 


Since March, 1915, Mongolia has had its 
own legal currency, though the country is 
more or less under the egis of Russia. 
The Union of Soviet Socialist Republics 
granted the Siberian Trading Bank the 
right to issue in Mongolian territory money 


coined in the Leningrad Mint. The coins 
are— 
Silver: the Tugrik 
50 Mungos 
20 ” 
15 ” 


About 4,000,000 pieces of these coins 
were struck at the Leningrad Mint in 1926. 
The copper coins are— 

Copper : 5 Mungos 
fa oS 
t Mungo 

On the obverse of the coins the value is 
given in Russian and on the reverse appears 
the value in Mongolian. 

For exchange purposes the value of the 
Tugrik is equivalent to the Russian Rouble. 
(See UNION OF SOVIET SocIALIsT REPUBLICS, 
MONEY AND EXCHANGE OF.) 


MONTE VIDEO, Par of Exchange with 
London. 


The par of exchange between London and 
Monte Video is 1 peso to 51d. 
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MONTREAL, Mint Par between London and. 


The mint par between London and 
Montreal is $4°8665 to £1. 


MOROCCO, Money and Exchange of. 


The currency circulating in Morocco may 
be described as a sorry mixture, perhaps 
equalled only by the chaotic currency of 
China. Nominally, the currency is comprised 
of French francs and Spanish pesetas, the 
latter circulating principally in the Spanish 
zone, and the former in the French zone, 
while the Hassani “‘ dollar’”’ coin circulates 
in both places. All three monetary units, 
and various other coins and notes, circulate 
in the British zone, while all over Morocco 
a heterogeneous mass of money of one sort 
and another is constantly seen. 

Hassani silver dollars and subsidiary coins 
of silver and copper are, however, the prime 
favourites with the agriculturists and the 
peasants of the hinterland. To take Tangier 
as an example. At that place there is a 
covered market, and twice a week the Moors 
come into Tangier with their market-garden 
produce and squat in the Socco Barra (or 
outside market place). They endeavour only 
to sell their produce in exchange for Hassani 
money. Money changers abound, nearly all 
Jews. There are also a number of small 
money-changing shops, somewhat equivalent 
to the Chinese cash shops of the Far East. 

Hassani, the Moorish currency of Morocco, 
takes its name from Mulai Hassan, Sultan 
of Morocco, of the dynasty of Alahouie. 
About 1882, the German consular agent 
approached Sultan Mulai Hassan and urged 
upon him the necessity for instituting a 
uniform new silver currency. In those days 
trade with the interior was negligible, and 
in consequence each district had its own 
money—mostly copper. Inter-regional trade 
was carried on mainly by barter. Sultan 
Hassan was rather taken with the idea, and 
ultimately a decision was reached in regard 
to a new coinage. Designs and inscriptions 
were agreed upon, and orders for the coins 
were placed with each of the three powers— 
England, France, and Germany. The coins 
were minted in London, Paris and Berlin. 
They bear inscriptions in Arabic, giving the 
place of minting. The original silver coins 
of Mulai Hassan were of a weight and fine- 
ness uniform with what is known as the 
Mecca Standard laid down in the Koran. 

It is interesting to note that the Moham- 
medan law calls for the payment of tithes 
as a sort of poor rate, and Mulai Hassan’s 
money was declared “ good ”’ and acceptable 


MANCHURIA 


A STRING OF COPPER CASH 


MOROCCO 


HASSANI SILVER RIAL DOLLAR HaASSANI COPPER COINS 
(Large coin) 
drial, f rial, ~) rial, 35 ral 


al 
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at Mecca. It so happens that the name 
“Hassan ”’ has the meaning of “ the good,”’ 
so the inscription on the coin is ‘ good 
money.’’ This explains in a large measure 
the affection the Moors undoubtedly still 
have for Hassani silver coin. It represents 
to them hall-marked, religious legal tender 
money. 

When Abdul Aziz came to the throne he 
conceived the ambitious and fatuous notion 
that it would enhance his prestige if his 
money were heavier than that of Hassan— 
over-proof, as it were. Therefore, a quantity 
of dollars (the five-peseta pieces, about the 
size of the British five-shilling piece) was 
actually minted over weight. 

When bar silver in the years 1919-20 rose 
to such unprecedented high levels of price, 
a great deal of Hassani money found its 
way into Spain, and probably is still there, 
since the Bank of Spain continues to hold a 
very large amount of silver in its reserve. 

As a matter of fact, Mulai Abdul Aziz did 
mint some silver at the standard weight (25 
grammes in weight), but the term ‘‘ Hassani’”’ 
was more properly applied to the coins that 
Mulai Hassan caused to be minted. The 
Aziz dollar has at times been referred to as 
the Aziz; 

In course of time, Abdul Aziz was sup- 
planted by his brother, Mulai Hafid, who 
later abdicated, and Mulai Yusef, another 
son of Hassan, became Sultan on 18th 
August, 1912, and reigned till November, 
1927. On his death he was succeeded by 
his third son, Mulai Mohamed, a youth of 
18 years of age. He was elected to the 
Shereefian throne in preference to his 
brothers by the Ulema at a solemn conclave 
held in Fez on 18th November, 1927, the 
day following the death of his father. 

Prior to the Great War, French 5-franc 
pieces, Spanish 5-peseta pieces, and the 
hassani dollar (5-peseta hassani) circulated 
widely. In the eyes of the natives the mas- 
sive silver dollar represented a definite unit 
of value. Nevertheless, the Moor always had 
a predilection for hassani, and he regarded 
the other dollars as imitations, as to which 
he had no convincing evidence of equivalent 
value. 

In 1920, when the value of silver was 
very high, the French demonetized hassani 
in the French Protectorate. They paid for 
it first at two paper francs, then at the rate 
of one paper franc for a silver hassani—that 
is to say, when they could get the latter 
coin. There was in existence some paper 
hassani money, all of it held in high esteem, 


but there was not a great deal of it, and 
the notes were bought at the same price 
by the French. After hassani money had 
disappeared from the French zone, that part 
of Morocco was left with an heterogeneous 
mass of money of sorts. Of silver 5-franc 
and 1-franc pieces few were to be seen. What 
there were quickly vanished as if by magic. 
A good many Bank of Algeria notes, together 
with Bank of France franc notes, were left 
in circulation. Then, all manner of muck 
and truck money, like tram tickets, on which 
were printed “‘ one-franc ’’’ and even “‘ half- 
franc,’’ made its appearance from Marseilles. 
Tram tickets did not, however, circulate for 
long. In the French zone, the bulk of the 
currency was French and Algerian bank 
notes. This state of affairs lasted for about 
a year, say, to March, 1921. Then the State 
Bank issued its own notes, printed “‘ francs.” 

These franc notes of the Banque d’Etat 
du Maroc were quickly circulated, as the 
bank had offices and agencies throughout 
the country. By way of encouragement, 
they were taken by the issuing Banque 
d’Etat in payment for cheque on Paris at 
a nominal commission of 14 per mille. More 
and more of the State Bank notes appeared. 
The Bank of France notes, however, did not 
seem to go into the country as freely as 
formerly, and as those persons travelling to 
France needed French notes, Moroccan notes 
not being accepted in France, the supply 
soon dwindled, and very few were to be 
found in Morocco by 1923. Hence, it may 
be said that the Banque d’Etat paper franc 
had quickly and quietly become the sole 
circulating medium as far as the French zone 
was concerned. 

Of course, in the Spanish zone, i.e. just 
the northern belt, for all practical purposes 
a mere coast-line, but of great strategical 
value, only Spanish money was legal tender, 
though francs were frequently seen. 

Tangier and its immediate vicinity had an 
unsettled semi-international regime. It was 
a sort of wishbone of contention, with no 
top dog. However, it was just this Tangier 
zone that offered temporary sanctuary to the 
expiring, martyred, and demonetized hassani. 
Legal tender in Tangier means whatever the 
other fellow will take, or what one can pass 
off on him. English pennies, Italian 10 
centesimi, the hassani copper penny, French 
ro centimes, Spanish 10 centimos, all have 
their use. One gets them all passed in 
change, intermingled with other loose change, 
and all are reckoned as 10 centimos Spanish 
money. 
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From ist July, 1922, the notes of the 
Banque d’Etat really became the only legal 
tender money in the French zone. 

The circumstances which tended to cause 
justifiable apprehension in the public mind 
as to the value of the Moroccan franc thus 
converted into the sole legal tender were 
these. First, it was announced that “‘ while 
the notes of the Banque de France and the 
Banque d’ Algerie are inconvertible, the notes 
of the Banque d’Etat du Maroc will not be 
convertible.”” Just that, no more, no less, 
Then, by the terms of Article 32 of the Act 
of Algeciras, the Banque d’Etat du Maroc 
was obliged to maintain a cash reserve equal 
to not less than one-third of the value of 
its notes in circulation and not less than 
one-third of such cash reserve shall be in 
gold bullion or coin. 

The ‘‘ dahir ”’ of 21st June, 1920, laid down 
in Article 2 that, ‘So long as the Banque 
de France and the Banque d’Algerie are 
exempt from redeeming their notes in specie, 
our Banque d’Etat is similarly exempt from 
redeeming its notes of franc denomination 
on presentation and from maintaining a 
reserve.” 

The Banque d’Etat du Maroc, although 
no longer under the obligation to keep a 
reserve against its note issue, has voluntarily 
retained what it calls an idle reserve, and 
has deposited with the French Treasury in 
Paris a sum in bank-notes of the Bank of 
France, and it keeps this reserve up toa 
third of its Moroccan issue. By this means, 
the State Bank is practically sure of the 
conversion of its notes being automatically 
reinstated when the notes of the Bank of 
France again become convertible. When 
that day comes, the Banque d’Etat du 
Maroc notes will again become convertible 
into “ effectif,”’ that is, hard cash. 

The following is the most important part 
of the declaration made by the French 
Protectorate authorities at Rabat— 

“ By a Convention, dated 28th December, 
1921, the Direction-Générale des Finances 
du Protectorat has ceded to the Banque 
d’Etat du Maroc, 40,000,000 of pesetas 
hassani silver, which is henceforth to serve 
that bank as a metallic reserve which, 
together with that which the bank already 
holds, will amount, approximately, to 
42,500,000 francs, corresponding thus to a 
circulation of 42,500,000 X 3 = 127,500,000 


of franc notes, that is to say, to precisely 
the present circulation. This metallic reserve 
will be augmented, should the need arise, by 
a reserve of notes of the Bank of France, as 
heretofore, should an increase in the note 
circulation call for such augmentation of the 
reserve.” 

Since the withdrawal of the Hassani silver 
money in 1920, the Moroccan franc has been, 
theoretically, the sole currency in the 
French zone, and it alone is legal tender. 
Measures have been taken to protect the 
note issue of the Banque d’Etat du Maroc 
from the competition of the Algerian and 
French notes, and towards the end of 1924 
definite attempts were made to make these 
measures effective. 

The Moroccan franc is maintained at 
parity with the French franc, but it is 
nevertheless an artificial parity. 

In the Tangier zone Spanish pesetas and 
Moroccan francs are the only legal currencies, 
through the Hassani and Azizi silver coins 
remain in circulation. 

The denominations of Hassani money 
are— 

1 Rial (Hassani dollar) 
+ ” 


(2 biliuns) 
ab ” (I biliun) 


In the Spanish zone, Spanish pesetas and 
the Moorish hassani are the only official 
currencies. 


MOSCOW, Exchange Rates on. 
(See RATES OF EXCHANGE.) 


MOVABLE EXCHANGE. 
(See RaTES OF EXCHANGE.) 


MOZAMBIQUE. 
(See MocaMBIQUE, COMPANHIA DE.) 


MUHAMMADI, Money of Account in Arabia. 
(See ARABIA, MONETARY UNIT oF.) 


MULTANIS. 


The multanis are private native bankers 
occupied mainly in financing the inland trade 
of India, and generally assisting in the move- 
ment of funds from one province to another. 
Their principal business is to advance on 
native bills termed “‘ hundis.”” (See Hunp1 
and SHROFF.) 


an 
10 ” 
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NAURU ISLAND, Money of. 


The money is the same as that of Australia 
and New Zealand. (See NEw ZEALAND and 
AUSTRALIA, MONEY AND EXCHANGE OF.) 


NEGRI SEMBILAN. 
(See MaLay States, FEDERATED.) 


NETHERLANDS EAST INDIES (JAVA), 
Money and Exchange of. 


The monetary unit in Java is the guilder 
(or florin) of 100 cents, and the currency 
comprises gold and silver, with nickel and 
bronze subsidiary coins. For all practical 
purposes the money is similar to that of the 
Home Country—the Netherlands. 


Gold: to guilder (or florin) weighing 6-720 grammes, 


‘goo fine equivalent to 6-048 
grammes fine gold 

Weighing 3-360 grammes, -goo fine, 
3-024 grammes fine gold 

of 100 cents weighing Io grammes, 
-954 fine, 9:45 grammes fine silver 

There is also a half guilder and quarter 
guilder piece. 

The Java Bank is the sole bank of issue, 
and its notes in circulation are in denomina- 
tions of guilders 1, 24, 5, 10, 25, 50, I00, 
200, 300, 500, and 1,000, Administrative 
control of the bank is in the hands of the 
Government; therefore, to all intents and 
purposes the bank is the channel for regu- 
lating the currency and exchange. 

The principal exchange centres are Batavia 
and Sourabaya. Exchange on London is 
quoted in guilders and cents to £1. 

In addition to the Dutch banks, the ex- 
change banks operating in Java are, the 
Hongkong and Shanghai Banking Corpora- 
tion and the Chartered Bank of India, 
Australia, and China. 

(See also NETHERLANDS, 
EXCHANGE OF.) 

As a matter of general interest the follow- 
ing regulations regarding the export of gold 
are given. The information was published 
in the Javasche Courent (Government 
Gazette) of April 29th, 1925. 

“The Director of Finance, empowered 
thereto by the Government, makes notifica- 
tion as follows— 

“ As from the 29th instant, the Director 
of Finance, exercising the authority vested 
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| in him under Ordinance of 7th August, 1914 
(‘ Staatsblad ’ No. 543), will grant permission 
on written application for the export of gold 
and silver, whether minted or not, whilst 
measures are also in preparation to abrogate 
the prohibition to export promulgated in the 
above-mentioned ordinance. 

“In this connection, the Java Bank will 
be in a position, as from the 29th instant, 
to give effect to the declaration furnished by 
it in 1922 to the following effect— 

““The President and Directors of the 
Java bank bind themselves vis-d-vis the 
Government of Netherland India to main- 
tain and continue the gold policy hitherto 
followed by the bank. They will achieve 
this purpose by, inter alia, making the 
bank’s stock of gold available for delivery, 
in so far as may be necessary and for so 
long as the bank may be able to do so with- 
out prejudice to the stipulations of the Java 
Bank Law, on the basis of guilders 1,653:44 
per kilogramme.fine for specie and of corre- 
sponding prices for gold minted coins, in the 
event of foreign rates of exchange rising 
above parity. This assurance will not 
apply in exceptional circumstances to be 
judged as such by the Governor-General 
after consultation with the Java Bank, or 
for purposes of exchange arbitration.’ 

““ As from the same date, measures having 
a similar object will be taken in the Nether- 
lands and in England. 

“Tt is hereby stated for further informa- 
tion that the Java Bank—as formerly— 
will in general not be prepared to make its 
gold ten-guilder pieces available for internal 
circulation. 

“ For export to foreign countries, however, 
the bank will, on the basis of the declaration 
quoted above, deliver gold against a price 
of Fl. 1,653°44 per kilogramme and against 
corresponding prices for gold minted coins. 
But the bank will not proceed to this course 
unless occasion for doing so arises from the 
rate of exchange in relation to gold parity. 

“In deciding whether it shall proceed to 
the delivery of gold or not, the Java Bank 
will take into account exclusively the rates 
of exchange on countries (such as the 
Netherlands, America, and England) which 
have returned unconditionally to the gold 


standard. The bank will therefore take no 
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account of the rates of exchange on coun- 
tries in which restrictions exist with regard 
to the import and export of gold and the 
valuta of which consequently do not stand 
for the present in fixed relation to the price 
of gold. 

“In the event of its proceeding to the 
delivery of gold, the Java Bank reserves to 
itself the right of exercising control over the 
shipment of any metal which it may have 
thus supplied.”’ 


NETHERLANDS, Gold Points with London. 
(See GOLD POINTS.) 


NETHERLANDS, Money and Exchange of. 


The Netherlands is a gold exchange stan- 
dard country. 

The unit is the florin of 100 cents. 

The gold coin is the 1o-florin piece weighing 
6-720 grammes, -goo fine. It, therefore, con- 
tains 6-048 grammes pure gold. Until quite 
recently very little gold has been in actual 
circulation, but in 1925 the Netherlands Bank 
issued gold coins for circulation for domestic 
use. Towards the end of that year gold coins 
to approximately 35,000,000 florins were 
issued, of which some 10,000,000 florins 
were said to have been exported to Java, 
and about 1,000,000 florins found their 
way back to the Netherlands Bank. In this 
way a sort of hidden gold reserve was created 
among the public, in addition to the visible 
gold reserves of the bank. At the end of 
1925 the Government mint were authorized 
to coin in 10-florin pieces 45,000,000 florins, of 
which, by the end of March, 1926, 34,000,000 
florins had been coined and delivered to 
the Netherlands Bank. 

Silver. The silver 1o-florin pieces at first 
issued were of a weight of 10 grammes, :945 
fine = 9:45 grammes of pure silver, but under 
the law of 27th November, 1919, the fineness 
was reduced to +720, so the pure silver con- 
tent is now 7:20 grammes. 

The silver coins are 2} florins, 1 florin, 
and 4 florin, 25 cents, and to cents. The 
fineness of the last two coins is only -640. 

There are also nickel coins of 5 cents, and 
bronze coins of 24 and 1 cent, and } cent. 

The Utrecht mint coined in 1926— 


Gold: 3,400,000 tro-florin pieces 


Silver : 2,000,000 25-cent pieces 
500,000 I0-cent pieces 


Bronze: 7,000,000 1 cent pieces 


The Netherlands Bank is the sole bank 
of issue and its notes in circulation are the 
florin, 10, 25, 40, 60, 100, 200, 300, and 1,000. 
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The Netherlands Bank buys gold bars and 
coins (i.e. foreign gold coins) at florins 
1647:50 per kilogramme of fine gold. It 
will sell gold bars at florins 1653-44 and 
coins at a price ranging from 1,658 to 1,661 
florins per kilogramme of fine gold. 

Exchange with London is quoted in 
florins and cents to £1, and with New York 
in 100 florins to dollars and cents (U.S.). 

A Currency Committee of the Netherlands 
and the Dutch East Indies was appointed 
as long ago as 6th April, 1921, but did not 
issue its report till 1926. The main points 
representing the results of the investigations 
made by the committee are as follows— 

1. Maintenance of the existing monetary 
unit in the Netherlands Indies in respect of 
gold coins. 

2. Abolition of the existing monetary 
units of the 234 guilder and 1 guilder pieces. 
This change, however, to be introduced 
gradually when minting new coins and 
reminting worn-out coins. 

3. Making the 24 guilder and 1 guilder 
pieces legal tender in the Netherlands to a 
limited extent only, provisionally for an 
amount not exceeding one hundred guilders 
each. 

4. Withdrawal from circulation in the 
Netherlands of the half guilder piece. 

5. The minting fund of the Netherlands 
and of the Netherlands Indies to remain in 
force. All profits derived from minting and 
from accrued interest to be paid into said 
funds. 

6. Repeal, not only for the Netherlands, 
but also for the Netherlands Indies, of the 
Law of the 27th of November, 1919 (Official 
Gazette, No. 786) relative to reducing the 
fineness for silver coins to 720/1,000ths. 

7. Should it be resolved to retain in cir- 
culation notes of small denominations, the 
existing so-called “ silver notes ’’ (emergency 
notes issued under the Crisis Law) to be 
substituted by a limited circulation of Gold 
certificates (notes) of 2} guilders in the 
Netherlands and of gold certificates (notes) 
of 24 guilders and 1 guilder in the Nether- 
lands Indies, cover for the total amount 
thereof to be in gold or in gold bills. 

8. The cost of minting to be borne by the 
Government. The Government to exempt 
the Netherlands Bank from the obligation 
of paying its notes exclusively in gold coin, 
and to give permission for payment to be 
effected in gold bars should circumstances 
arise necessitating this. The liberty of mak- 
ing payment in gold bars is particularly 
desirable should legislature decide not to 
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take the cost of minting for account of the 
Government. 

9g. The decision as to whether the Nether- 
lands Indies shall establish their own mint 
to be left to the Netherlands Indies them- 
selves. For the time being this measure is 
not to be recommended. 

Under the Monetary Act of 1gor it is laid 
down that there is to be monetary uniformity 
between the Netherlands East Indies and 
the Dutch East Indies in all the essential 
points except with regard to the subsidiary 
coins, but on the line of the report just 
issued it will be observed in paragraph 2 
that a change is contemplated, the 2} guilder 
and the 1 guilder pieces being abolished. 
The idea is that the Dutch East Indies, 
having an economic life and a bank of issue 
of their own, with rates of exchange quoted 
separately from the mother country, should 
also have a separate currency. In addition 
to that, cognizance has been taken of the 
fact that the silver money of the country 
not bearing the full face value and which 
was originally intended to be used only for 
circulation at home, can, if it forms part of 
a certain monetary union, also be remitted 
abroad, where it must then be accepted as 
legal tender at face value, and not at the 
intrinsic silver value. This practice was 
followed in the Latin monetary union, as 
well as between the Dutch East Indies and 
Holland. 

The third point of the report refers to the 
possibility of such silver shipments being 
made at present, and the wish to exclude 
them in future. If the 24-florin and the 
1-guilder piece are deprived of their right 
to be accepted in unlimited quantities as 
legal tender, and these coins be accepted in 
circulation to a limited amount only, the 
possibility of such remittances ceases. How- 
ever, as the effect of the proposed regula- 
tions is to make the State and the Nether- 
lands Bank (not private institutions), accept 
these coins as before, up to any amount, 
another means may be used to prevent ship- 
ments, namely, a prohibition to export silver 
which the Dutch East Indies Government 
announce in special cases. 

By the abolition of the obligation to accept 
the guilder and 2$-florin piece as legal tender 
for any amount, it is considered that the 
whole character of Dutch currency will be 
changed from a limping standard (étalon 
boiteax), it will become practically a gold 
currency. Recent developments in the 
Dutch monetary system, as with the English 
system, have created a tendency to use gold 
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less for circulation at home than for pay- 
ments abroad. In the United Kingdom the 
practice has become definite, but in the 
Netherlands gold coins have recently been 
introduced for home circulation. 

Regarding the fourth point, it may be 
noted that the use of the 4 guilder piece has 
never been an established practice in business 
transactions in Holland. It has been decided, 
therefore, not to mint any more of the coins, 
though in the Netherlands Indies it is still 
to remain in circulation. The minting fund 
referred to in paragraph 5 above, to which 
the profit derived from coinage of less in- 
trinsic than the face value is to be added, 
is a fund kept separate from the other 
moneys of the State. It is intended to apply 
the profits derived therefrom towards defray- 
ing the costs of an eventual demonetization 
of silver, which otherwise might be con- 
siderable. 

Point 6 represents a return to former 
conditions. In 1919 the fineness of the larger 
silver coins was reduced from -945 to :720 
owing to the great rise in the price of silver. 
No date is given as to when the -945 fine 
silver coins will be reintroduced. 

Point 7 is interesting. To the vexed 
question as to whether the silver emergency 
notes introduced at the beginning of the war 
should be left in circulation or not, there 
has apparently been a difference of opinion. 
The problem they have to deal with is some- 
what similar to that confronting the British 
Government in the currency note issue. 
From the report, it appears that the Com- 
mittee recommend a change in the character 
of this Dutch Government paper money. 
The circulation of notes, which is to be 
reduced to about twenty million florins, is 
to be covered to the full amount by gold, 
or gold bills, so that the silver emergency 
notes would then become gold certificates. 
A curious position would then be developed, 
however. The notes issued by the Nether- 
lands Bank would have a lower legal cover 
than the gold certificates issued by the State, 
and the question suggests itself, whether it 
would not be advisable to entrust the Nether- 
lands Bank also with the issue of these small 
notes, and to prescribe the same cover for 
them as for the larger notes. 

The provision of point 8, namely, that the 
expenses for minting coins should be charged 
to the State (as it is customary in many coun- 
tries) and not to private parties who offer 
gold for coinage, is to be explained by the 
fact that the Dutch gold coins have a higher 
value abroad than gold bars, the difference 
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between these prices being equal to the 
amount of the aforesaid expenses, therefore 
buyers in foreign countries try to draw gold 
coins out of Holland and not gold bars. For 
when later the gold is returned to the 
Netherlands, 1 kilogramme of coined gold 
would be counted at 1,653°44 fls., but 1 kilo- 
gramme bullion only at 1,647°50 fis. If, 
however, the Government pays the coinage 
expenses, the Netherlands Bank can raise 
the purchase price of gold correspondingly, 
and the danger of a gold drain becomes less. 
The increase of the purchase price of gold is 
then equal to the raising of the gold point 
at the import, which in its turn means a 
reduction of the difference between the 
upper and the lower gold points. The 
delivery of gold bars, which under certain 
circumstances may take the place of gold 
coins, is intended to assist in the protection 
of the store of coined gold. 

As regards the last point, the question of 
establishing a separate mint in India, after 
the separation of the monetary system has 
been carried out, the Committee is of opinion 
that the decision in this matter should be 
left to Netherland India, it being one of the 
internal affairs of that country, and should 
be settled later on. The considerable ex- 
pense of establishing a mint in Netherland 
India seems to be an argument against 
this plan, particularly as Netherland India 
might very well have her money coined in 
the mother country, as other States do. 


NETHERLANDS, Netherlands Bank Price 
for Purchases of Gold. 


The Netherlands Bank purchases gold at 
1647°50 fl. per fine kilogramme. 


NEW CALEDONIA AND DEPENDENCIES, 
Money of. 


The currency in circulation is similar to 
that of France. 


NEWFOUNDLAND, Money and Exchange of. 


The monetary unit is the gold dollar and 
the currency is on the same gold basis as 
that of Canada, the par rate being $4:8665 
to £1. 

The silver coins circulating are as follows— 

50 cents 
20 ” 
10 ” 
8) ” 


Bronze: 1 cent 


(See CANADA.) 


\NIC 


NEW HEBRIDES, Money of. 


The currency in circulation is similar to 
that of France. 


NEW YORK. 


(See AMERICA, UNITED STATES OF, MONEY 
AND EXCHANGE OF.) 


NEW YORK, Exchange between South 


America and, 


(See SouTH AMERICAN CURRENCIES, PARI- 
TIES BETWEEN, and NEw York.) 


NEW YORK, Exchange on. 
(See RATES OF EXCHANGE.) 


NEW YORK, Gold Points with. 
(See GOLD PoIntTs.) 


NEW YORK, Mint Par between London and. 


The mint par of exchange between New 
York and London is $4:8665 to £1. 


NEW ZEALAND, Money and Exchange of. 


The currency is the same at that of Great 
Britain, and, as in the home country, gold 
has practically disappeared from circulation. 

Exchange is quoted at a premium or 
discount, as the case may be, per £100. 

(See AUSTRALIA, MONEY AND EXCHANGE 
OF.) 


NICARAGUA, Money and Exchange of. 


Nominally, Nicaragua is on the gold 
exchange standard, but actually the mone- 
tary circulation is largely paper in the shape 
of inconvertible notes, and no gold coins so 
far have been minted. The unit adopted 
under the law of March, 1912, was the gold 
Cordoba of 100 centavos (to perpetuate the 
memory of Francisco Hernandez di Cordoba, 
the Spanish founder of Granada and Léon, two 
important and historic cities in Nicaragua), 
enacted to weigh 1:°672 grammes of gold, 
‘900 fine, and to be the equivalent of the 
American gold dollar. Strictly speaking, 
however, the two units are not identical, 
since the Nicaraguan coin has more gold in 
it than has the American dollar, as the latter 
contains 1-67181 grammes, -goo fine, but for 
all practical purposes the bullion content of 
the two coins is taken as identical. 

The law of 1912 also provides for gold 
coins in denominations of 24, 5, and 10 
cordobas. 


Silver. The fractional silver coins are the cordoba 


to weigh 25 grammes, -goo fine, the 50 centavos piece 
(4 cordoba), 25 centavos (} cordoba) all -go0o fine, 
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and the to centavo piece, weighing 2} grammes, 
*800 fine 
Copper coins are 5 centavos, 1 centavo, $ centavo 


American coin as well as paper money 
passes current in the country. 

The Monetary Law of 1912 is of consider- 
able importance, as it marks a definite, and, 
on the whole, a successful attempt to reform 
the currency of Nicaragua. For years the 
country had been a prey to fluctuations of 
silver, and exposed to all the evils of a 
depreciated and over-issued paper issue. 
Various plans had been tried from time to 
time to amend the existing state of affairs, 
but successive revolutions and civil unrest 
wrecked previous systems. 

The introduction of the gold exchange 
standard, in theory, if not altogether in 
practice, has been of real benefit to the 
country. Dr. J. Parke Young in his Central 
American Currency and Finance has written 
a very complete history of Nicaragua’s 
monetary troubles, from which we para- 
phrase the more important points. 

Under the Monetary Law of 1912 and the 
Treasury Agreement of September, IrogII, 
provision was made for the establishment of 
the Banco Nacional de Nicaragua. This 
institution was incorporated under the laws 
of Connecticut in the United States, with 
an authorized capital of $5,000,000. It 
commenced business in August, 1912, with 
a paid-up capital of $100,000, which was 
provided by the Nicaraguan Government 
from funds provided in turn by a loan from 
New York bankers. It has now a paid-up 
capital of $300,000. 

This government bank has the exclusive 
right to issue notes which are to be full legal 
tender. Article 9 of the monetary law also 
provides for the establishment of an ex- 
change fund, which was to form part of a 
reserve against notes of the National Bank. 
The purposes of the fund in question are 
described by the law as “to exchange on 
demand for the gold coin of Nicaragua and 
the notes of the National Bank, in sums of 
not less than 5,000 cordobas, drafts on the 
said exchange fund in the United States or 
other foreign country, charging a premium of 
4 of one per cent for sight drafts and 1 per cent 
for telegraphic transfers.” The reverse of this 
was, says Dr. Young, also specified, in sub- 
stance, to exchange drafts on the National 
Bank, on demand for currency of the United 
States or of any other country where a part 
of the fund may be deposited, in sums of 
not less than 5,000 cordobas charging similar 
premiums. The fund was also to be avail- 
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able “ to make exchanges between the notes 
of the National Bank, the gold or silver coin 
of the Republic, the currency of the United 
States, and other foreign countries, under 
regulations to be made for that purpose by 
the National Bank, subject to the approval 
of the Minister of Finance.”’ 

The premia charged for drafts may be 
“temporarily increased or decreased by the 
bank and may be different for different parts 
of the country, but they can never be higher 
than 1} per cent for sight drafts and 1? per 
cent for telegraphic transfers without the 
approval of the Minister of Finance. This 
fixes what corresponds to the ‘ gold points’ 
for a gold standard country.” 

Difficulties have, however, been encoun- 
tered. Times were against the country. 
But, although the exchange fund has been 
formally closed since December, 1914, and 
the bank has not been required since then 
to redeem cordobas in drafts, it has in fact 
made a practice of selling drafts for cordobas, 
but at a premium of 2 per cent for drafts 
on New York. Nevertheless, Nicaragua is 
not in reality on the gold exchange standard, 
and, except for a period of about a year in 
1913 and 1914, never has been. Yet, mainly 
owing to the skilful operations of the National 
Bank, the country may be said to have 
enjoyed the benefits of the standard, and 
exchange rates have been very stable. 
There is no lack of confidence in the bank’s 
currency, and the people are said to prefer 
its notes, even the smaller denominations, 
to silver money, of which the bank has large 
supplies in its treasury and which it finds 
difficult to force into circulation. 


NICARAGUA, Par of Exchange. 


The Nicaraguan par of exchange with 
London is 4°8665 cordobas to £1, and with 
New York 1 cordoba to $1 U.S. 


NIGER. 
(See FreENcH WEsT AFRICA.) 


NIGERIA, Money and Exchange of. 


The monetary standard is, in effect, the 
same as that of Great Britain, viz. the gold 
sovereign is the unit, but in 1913, the cur- 
rency was placed under the control of the 
West African Currency Board, and a special 
subsidiary coinage for West Africa intro- 
duced. The florin is the principal coin, and 
the currency is safeguarded by adequate 
reserves held in London under the manage- 
ment of the Board. It is based on gold and 
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gold securities. The money circulating is as 
follows— 

Silver: 2s., 1s., 6d., 3d, all «500 fine, and of the 
same weight as the corresponding coins in Great 
Britain 

Nickel: 1d., $d., 74d. 

In 1920 an alloy currency of the same 
denominations as the silver coins was added. 

There are local currency notes (introduced 
in 1916), in denominations of £5, 20S., 10s., 
2s., and Is. 

Exchange is quoted at a premium or dis- 
count for drafts and telegraphic transfers in 
shillings. In September, 1927, the rates 
were— 

Demand + per cent premium, T.T. {3 per 
cent premium. 

Drafts on West Africa are also issued in 
sterling by the African banks in London, 
provided they are enfaced with the clause, 
“payable in local currency at the current 
rate for the purchase of demand drafts on 
London.’ Should the clause be omitted, the 
applicable exchange would be payable in 
London. (See GAMBIA and CAMEROON.) 


NORWAY, Money and Exchange of. 


The monetary system of Norway is similar 
to that of Sweden and Denmark, since under 
the agreement signed on 16th October, 1875, 
Norway became a member of the Scandin- 
avian Monetary Convention, and agreed to 
adopt the same monetary unit as the other 
two countries, namely, the krone of 100 ore, 
weighing 0:4480286 gramme of gold, -goo 
fine, and thus became an adherent to the 
gold standard. 

Under the original Convention of 1873, 
and the subsequent agreement of 1886, the 
National Banks of Norway, Sweden and 
Denmark agreed to issue drafts on each other 
to the public free of charge, and had the 
system been maintained it would have made 
for great stability in the exchanges between 
the three countries. The agreement, how- 
ever, was discontinued in 1905 by the 
Sveriges Riksbank, and in 1910 the Norges 
Bank and the Nationalbanken of Denmark 
commenced to charge a commission of from 
4 to 1 per mille for cheques, which militated 
against the proper working of the system. 

Various difficulties were encountered from 
the start of the Great War, and, finally, 
owing to the cessation of gold payments and 
the marked differences in the exchange 
values of the three currencies of the Scan- 
dinavian countries, it became necessary to 
draw up an amendment to the Convention. 
This was signed on 22nd March, 1924, and 
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gave Norway and the other two countries 
the right to issue special subsidiary coins. 
In effect, a Scandinavian krone common to 
Norway, Sweden, and Denmark no longer 
existed, as the monetary units of the three 
countries differed considerably in exchange 
value. | 

Norway returned to the Gold Standard 
on 1st May, 1928, and, by official announce- 
ment, signified that the export of gold would 
be permitted as from that date. She was the 
seventeenth European nation and the last 
of the Scandinavian group to return to gold. 
Norway, in common with Sweden and 
Denmark, adopted the pre-war gold parity, 
and did not, as was the case with most other 
European countries, stabilize her currency 
by the introduction of a new monetary unit. 
The path Norway had to tread before she 
reached this goal was a long and painful 
one, and the most heroic measures were 
necessary to bring about the necessary 
deflation to re-build her currency to gold at 
the old parity of 18-159 kroner to 1. 

The Norges Bank is the sole bank of issue 
in Norway. It was founded on 14th June, 
1816. The principal laws governing the 
operations and administration of the bank 
are its charter of foundation of 1816, the 
laws of 8th August, 1842, and 23rd April, 
1892, with supplementary laws. Though it 
is a private joint stock company, a large 
part of the capital was subscribed by the 
Government, and in consequence, the State 
has secured to itself certain privileges by 
way of appointing the directors, sharing in 
the profits, etc. 

The head office of the bank is at Oslo. 

The capital of the Norges Bank is 
35,000,000, kr. fully paid, the reserve fund 
15,000,000, kr. and the reserve for contin- 
gencies 22,000,000, kr. 

The gold stock on 15th October, 1927, was 
147,231,000, kr. and the note circulation 
317,622,000, kr. 

Exclusive of 25,000,000 kr. “‘ extra- 
ordinary’ notes may be issued in excess 
of the gold holding to an amount of 
275,000,000 kr., the authorized issue thus 
being 422,000,000. kr. The “‘ extraordinary ”’ 
note issue referred to was authorized under 
the Royal Edict of 26th November, 1920, 
the first excess issue being 100,000,000. kr. 
This was reduced to 80,000,000 kr, on 28th 
January, 1921, to 50,000,000 kr. on 25th 
July, 1921, and to 25,000,000 kr. on 3rd 
February, 1922. 

Under its charter the bank is obliged to 
redeem its notes in gold coin, though, as in 
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the case of Denmark, it was relieved from 
this obligation in the early days of the war 
in 1914, and by subsequent legislation the 
“relief ’’ was renewed from time to time. 
Then, in 1916, the bank was also provision- 
ally exempted from paying its notes in gold 
bullion, and this exemption was renewed for 
various periods down to February, 1922. 

Actually, the bank is bound to exchange 
its notes for gold kroner at the head office 
and at the branch offices. It is likewise bound 
to exchange its notes, both at head office 
and its branch offices designated for that 
purpose by the Supervisory Council, for gold 
ingots, assayed according to standard, 
following the decision of the Supervisory 
Council, at the rate of 2,480 kroner per kilo. 
of fine gold, a deduction of up to } per cent 
being made for expenses of coinage. 


Cornace. The following are the coins— 


Gold: 20 kroner piece weighing 8-960572 grammes, 
-goo fine 


Silver: 1krone ,, » 7°5 grammes -800 fine 
Nickel-bronze : 1 krone, 50 Gre, 10 Gre 
Bronze: 1 Gre 


Of these pieces there were struck at the 
Konsberg mint in 1926 2,460,000 krone 
pieces, 2,000,000 50-6re pieces, 11,800,000 
10-6re pieces, and 870,000 I-6re pieces. 

National Bank notes circulate in denom- 
inations of Kr. I,000, 500, 100, 50, I0, 5. 

Exchange on London is quoted in kroner 
and ore to £1. Exchange on New York is 
quoted in U.S. dollars and cents to 100 kr. 

(See DENMARK, SWEDEN, and SCANDINA- 
VIAN UNION.) 


NORWAY, Par of Exchange with England. 
(See Mint Par.) 


NOSTRO. 


A term meaning “ our account ’’ used in 
foreign exchange accounts, etc. For ex- 
ample, if a bank in London is doing a foreign 
exchange business it will keep funds with 
foreign banks or other correspondents in the 
centres on which it operates. When referring 
to transactions on this account with its 
foreign correspondents, the bank will use the 
word “‘ Nostro.”’ (See Loro and Vostro.) 


NOTARIAL ACT. 
(See NoTARY.) 


NOTARIAL CHARGES. 
(See Notary; and Sans CoMPTE DE 
RETOUR.) 
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NOTARY. 


A notary public is an ecclesiastical officer, 
although in modern times his duties are 
mainly secular, being for the most part 
concerned with commercial, and especially 
marine, transactions. There are 600 notaries 
in England and Wales, and many scattered 
about in the Dominions and Dependencies. 
A new roll of notaries public is entered every 
ten years in a big book kept for the purpose 
in the Archbishop of Canterbury’s Court of 
Faculties office in Knightrider Street, Lon- 
don, E.C.4. 

“The general functions of a notary consist 
in receiving all acts and contracts which 
must or are wished to be clothed with an 
authentic form; in establishing their date ; 
in preserving originals or minutes of them 
which, when prepared in the style and with 
the seal of the notary, obtain the name of 
original acts, and in giving authentic copies 
of such acts.’ (Brooke On the Office of a 
Notary, chapter ITI.) 

A Notarial Act is the term given to the 
act of a notary authenticating or certifying 
a document. 

As far as foreign exchange is concerned, 
an important part of an English notary’s 
duty is the noting and protesting of foreign 
bills of exchange in case of non-acceptance 
or non-payment. This is done by the notary 
to enable the holder of the bills to recover 
payment. 

Notarial Charges. The minimum charge 
for noting a bill is 2s. 6d. if the acceptor 
resides in the City of London. In other cases, 
the charge is according to distance. On 
protests there is a stamp duty of 1s. if the 
amount of the bill is £100 or more, and of 
the ordinary bill stamp if the amount of the 
bill is less than £100. 

The charges for protest, excluding stamps, 
are as follows— 


Side 

If the bill does not exceed {20 . . . 7 4 
on amounts from £20 tof1oo . . 8 8 
LITOO) Onl 500) as) TO) a= 

LOO) tOE2, 000K 9 = 1384 

£2,000 to £3,000. . 14 8 


And then 1s. 4d. for every additional £1,000 or 
part thereof. 


NYASALAND PROTECTORATE, Money and 
Exchange of. 


Monetary transactions are carried out on 
the basis of British sterling, and banking 
facilities are provided by the Standard Bank 
of South Africa and the National Bank of 
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South Africa, Barclays Bank (Dominion, 
Colonial, and Overseas). 

The currency comprises British coin, gold, 
silver, and bronze. 

There is no note circulation, though notes 
of the South African Reserve Bank are said 


OCE] O 


OCEANIA, Money in French Establishments 
in. 


The currency in circulation is similar to 
that of France. 


OMNIBUS CREDIT. 


A credit opened by London bankers and 
finance houses for the purpose of enabling 
merchants to obtain prompt payment of 
their produce as soon as it is ready for ship- 
ment. This credit facility is given only to 
firms of the highest credit and standing, as 
it amounts to loans or advances against ship- 
ments until payment is received by the 
exporters from the foreign importers. The 
exporters utilizing this method of finance 
give the banks a general lien over the whole 
of their goods shipped or to be shipped, and 
in return are permitted to draw bills on the 
opener of the credit (the banker) for round 
sums on the security of the goods thus 
pledged. The banker accepts the bills, and 
the exporter can then get them discounted 
on the London market at prime rates. 
Stringent forms of guarantee are required 
from the exporters, backed frequently by 
other security, and as the exporter’s ship- 


to circulate unofficially. It is illegal to make 
payments to nations except in coin money. 

Exchange with London is quoted at a 
premium or discount on £100 sterling, the 
rate varying according to the influences of 
supply and demand, 
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ments are practically in trust for account of 
the banker accepting the bills against them, 
the beneficiary of the credit is required to 
make prompt payment over to the banks 
of any remittances coming forward from the 
foreign consignee for the goods. In all cases, 
the exporter is expected to put the banker 
in funds to meet the bills of exchange well 
in advance of the date of maturity of any 
bills accepted. 

(See CONFIRMED BANKERS’ CREDIT and 
Lonpon ACCEPTANCE CREDIT.) 


OPEN LETTER OF CREDIT. 
(See LETTER OF CREDIT.) 


OPTION. 


(See ForRwARD EXCHANGE and SILVER, 
Lonpon MARKET IN.) 


OPTION, Forward. 
(See FORWARD EXCHANGE.) 


OSLO, Par of Exchange with London. 


The par of exchange between Oslo and 
London is 18-159 kroner to fr. 
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PACIFIC ISLANDS. 


The currency of the mandated territory 
of Japan is the same as that of Japan. (See 
JAPAN.) 


PACIFIC ISLANDS, Money of. 


British currency has been full legal tender 
since 1st May, 1905. There is also a Govern- 
ment note issue. 

Accounts are kept in pounds, shillings, and 
pence. 


PACKING CREDITS. 


A term used to refer not so much to the 
credit itself as to advances made on the 
strength of a credit. An explanation will 
make the position clear. The advances are 
made by bankers against goods in course of 
preparation for shipment, or against crops 
to be harvested at a future date. Actually, 
these advances are made to the beneficiary 
of a letter of credit, on the strength of that 
instrument’s having been provided by a 
bank or finance house to cover the drawing 
of certain documentary drafts, by which 
shipments of goods or commodities are to 
be financed. When one of these credits is 
issued, it is frequently common knowledge 
that it is to be available for future ship- 
ments. Equally common is the practice of 
bankers in foreign centres to make advances 
prior to the drafts being drawn or the 
shipping documents available. For example, 
in the writer’s experience he has found that 
in places like Siam or Burmah, in which 
purchases of rice are made, the relative 
finance often runs into many hundreds of 
thousands of pounds sterling, and the ship- 
pers of rice are frequently occupied in buying 
the commodity up-country months before 
it is shipped. Purchases are made and the 
rice sent down to the shipping centres, 
where sometimes it has to be warehoused 
pending shipment. In fact, vessels are often 
chartered from other centres and sent over 
for the express purpose of carrying the grain. 
Periods of waiting are frequent, and to fill 
the void, once the credit is issued and its 
contents communicated to the rice dealer or 
other person, the bankers will often settle 
exchange and make advances against the 


le 
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goods, well knowing that the 
documents will 
course. 

There are certain risks in such business, 
since the banker gets no protection under 
the letter of credit, unless that document 
specially authorizes the granting of advances 
in the manner indicated. Difficulties some- 
times occur, too, regarding cancellation, and 
it seems clear that, both for their own 
protection and for that of their clients, 
negotiating bankers should insist upon the 
credits being made irrevocable. 

Particular attention, too, must be paid to 
the terms of the credit, any deviation from 
which, whether the credit is irrevocable or 
not, may involve the banker in serious loss. 
The case of the Chartered Bank of India, 
Australia and China v. Macfadyen & Co. 
affords guidance. There was a condition 
included in the letter of credit in that case 
which made the purchase of and payment 
for certain produce a condition precedent to 
the negotiation of bills under the credit. 
The plaintiff bankers negotiated bills without 
this condition being fulfilled. Those bills the 
defendants refused to accept. A law action 
resulted, and Lord Justice Mathew upheld 
the defendant’s contention that, before being 
entitled to draw bills on them the benefi- 
ciaries, Knowles & Co., must have bought 
and paid for the produce. Consequently, 
although the plaintiff bank had been misled 
in discounting the bills, they were debarred 
from recovering their amount from 
Macfadyen & Co., as no goods had been 
bought and paid for. As far as the negotiat- 
ting bankers were concerned, there was one 
important rule evolved in the case in ques- 
tion. The bills, as we have stated, were 
drawn by the exporter, although he had not 
actually bought the produce. That being so, 
Macfadyen & Co. sought to make the nego- 
tiating bank responsible for the omission. 
The Court, however, would not accept this 
contention. They held that the ‘‘ mere 
presentation of the bills by the plaintiffs (the 
negotiating bankers) to the defendants (the 
issuers of the credit) for acceptance, did not 
amount to a warranty or representation by 
the plaintiffs that produce had been bought 
and paid for.” (Chartered Bank of India, 


relative 
be forthcoming in due 
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Australia and China v. Macfadyen & Co., 
I Commercial Cases, 1.) 

There is also the case of the Union Bank 
of Canada v. Cole, in which a document, 
something in the nature of a packing credit, 
was involved. Among other terms, the 
credit contained these words— 

‘|, , When goods have been shipped 
under the credit, you may draw bills against 
the shipping documents and we will accept 
them. When the goods are not shipped, on 
giving us the security of the wheat in respect 
of which you wish to make disbursements, 
you may also draw bills, without attaching 
them to the shipping documents. But in 
that case we shall still have the security of 
the grain to be shipped, for, in the meantime, 
the property thus represented is to be held 
in trust for the givers of the credit as col- 
lateral security.” 

Subsequently, the beneficiary drew a bill 
on the security of wheat which did not ac- 
tually come within the terms of the credit. 
The bill was negotiated by a person who, 
having knowledge of the conditions of the 
credit, was held to be aware of their non- 
fulfilment, and, when the bill arrived in 
London, acceptance was refused by the 
issuing bank. An action followed, and, 
among other things, the Court found that 
there was no liability to accept the bills 
unless it could be shown that such of the 
conditions as could possibly have been 
fulfilled when the negotiation took place had 
then been fulfilled. 

(Union Bank of Canada v. Cole, 1877, 47, 
Law Journal, ‘‘ Common Pleas,” 100.) 

Packing credits, as we have implied, are 
frequently a weak rod upon which to lean, 
and, as an example of the business in China, 
the following is of interest. Sometimes an 
exporter uses his funds for the purchase of 
goods. The goods are placed in his own 
“ go-down’”’ (an Eastern name for a ware- 
house), but he has not sufficient money to 
pay for packing and preparation for ship- 
ments. The banks come to his aid. They 
issue to him a “ packing credit,” or allow 
an overdraft, secured on the goods in the 
go-down. The reputation of the exporter for 
fair and honest dealing is the main element 
upon which the banks rely in such business. 
But the weakness of this system lies in the 
fact that unscrupulous exporters may at 
times secure packing credits from more than 
one bank against the indefinite security of 
“ goods in go-down.”’ In such cases the bank 
which has the credit secured on specific items 
such as, say, 1,000 tons of hides, 500 piculs 
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of wood oil, etc., has the first claim on the 
goods over the bank whose security happens 
to be on general unspecified goods in go-down. 
Another weakness is, that firms have been 
known to ship goods on consignment to their 
representatives or agents in another country, 
and if the market dropped in the meantime, 
the representatives fail to take delivery of 
the merchandise. The banks are then left 
very probably with unsaleable goods on their 
hands for the money advanced to the ex- 
porter. 


PAGARE. 


The name given in the Argentine Republic 
to a promissory note, usually at usance and 
to order. Commercial pagarés are promis- 
sory notes to the order of large Argentine 
wholesale houses, whose endorsement they 


carry. 


PAGARES. 


(See PARAGUAY, MONEY AND EXCHANGE 
OF.) 


PAHANG. 
(See MaLay STATES, FEDERATED.) 


PALESTINE, Money and Exchange of. 


After the conquest of Palestine by British 
forces in 1917-18, Egyptian currency was 
legal tender, 1 Egyptian pound being the 
equivalent of 100 piastres or 1,000 milliémes, 
the Egyptian pound being worth {1 os. 64d. 
British sterling. The Turkish gold lira, how- 
ever, was still used by the natives in the 
villages as the principal medium of exchange. 
But there was no fixed relationship between 
this unit and the Egyptian pound (paper). 
This sort of heterogeneous currency remained 
in force until 1st November, 1927, when a 
new coinage, based on the pound sterling, 
was brought into being and came into official 
circulation. 

The pound sterling, divided into 1,000 
mils, then superseded the Egyptian money 
used in Palestine, which, as above stated, 
was based on the “‘ Egyptian pound,” and 
was divided into Ioo piastres, each of 
10 milliémes. 

In commenting on the new coinage, The 
Times of 14th October, 1927, said: “It is 
inconceivable that the ‘pound’ (lira in 
both Arabic and Hebrew) and ‘mil’ will 
be adequate nomenclature in popular use 
for the new coinage. ‘Shilling’ (with 
its Arabic plural shillingat) has become 
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naturalized, and will certainly be preferred to 
‘fifty mils’; and the Jews may be trusted 
to use ‘shekel’ instead of ‘a hundred 
mils??? 

The new coins were minted in London, 
and are— 


Stlver : roo mils, 50 mils 
Nickel-bronze ; 20, 10, and 5 mils 
Bronze: 2 mils, r mil 


Exchange prior to 1st November, 1927, 
was quoted in piastres to £E.1, but it is 
presumed that exchange will henceforth be 
quoted at a percentage premium or discount 
either side of par in the same way as the 
South African and Australian exchanges are 
quoted. 

The following information is from the 
Orders in Council of the Government of 
Palestine relating to the new Palestinian 
currency— 


The standard of currency of Palestine shall be the 
Palestine pound, divided into 1,000 mils. 

The Draft Order also provides that there may be 
coined from time to time under the direction of the 
Master of the Mint for use in Palestine— 


(a) A gold coin of r Palestine pound containing 
123°27447 grains of standard gold (the equivalent of 
English pound), and being otherwise of such com- 
position and weight and subject to a remedy of such 
amount as may be approved. 

(6) Silver coins of 100 and 50 mils, of such fineness, 
composition of weight, and subject to a remedy of 
such amount as may be approved. 


The denomination and diameter of coins will be 
as follows— 


Denomination Diameter 
Mils Millimetres 
Silver coins. : 100 29 
50 23°6 
Nickel bronze coins 
(Perforated) 3 20 30°5 
10 27 
5 20 
Bronze coins . “ 2 28 
x 21 


It is not intended, at present, to introduce any 
gold coins. 

The following translations of the word “mil” 
have been adopted— 


| Singular Dual | Plural 
Arabic . : mil millan millat 
Hebrew . é mil 2 milim milim 


Currency notes may be for such denominations as 
may be approved from time to time by the board. 
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The denominations and sizes of notes will be as 
follows— 


Denominations Size 
en Millimetres 
| 

100 kx 4 LOLS 102 

50 4X 4 TOT xX, ro? 

bae) Teen A I9Il X 102 

3 7% X 4 19QI X 102 

I 64 X 3h 165 x 89 
Mils 500 By Ses 127 << 70 


In addition to the pictorial and decorative ele- 
ments the front of the notes will include— 
PALESTINE CURRENCY BOARD 

(Denomination in words) Palestine pounds 


Currency notes are legal tender for the payment 
of any amount. 


Jerusalem 
(date) 


Signatures of Members 
of the 
Palestine Currency Board 


(and the number of each note in two places). 


On the back of the notes will be shown the denom- 
ination, both in figures and in words. The denomina- 
tions, both back and front, will be in three languages, 
English, Arabic, and Hebrew. 

Jerusalem will be the currency centre. 


PANAMA, Money of. 


The monetary unit is the gold Balboa, 
legally equivalent to the U.S.A. gold dollar. 
No national gold coin has, however, yet been 
minted. The Balboa is given a weight of 
I'672 grammes, -goo fine, that is, 1°5048 
grammes pure gold. 

The silver coins are the peso, weight 
25 grammes, :9oo fine, and centesimo pieces 
in denominations of 50 centesimos ($ peso), 
20 centesimos (; peso), Io centesimos (,5 peso) 
and 5 centesimos (5 peso). 

There are also nickel coins of 24 centesimos. 

The silver peso is taken as the equivalent 
of 50 cents American currency. The medio 
peso (4 peso) equivalent to 25 cents Amer- 
ican; the dos reales (} peso) to 10 cents 
American, the unreal ((y peso) to 5 cents 
American, and the nickel medio is equivalent 
to 24 American cents. 

United States silver and nickel coins, also 
paper money, circulate in Colon, Panama 
City, almost to the exclusion of other 
currency, and the “silver’’ paper peso is 
taken as the equivalent of 50 cents American 
money. ‘“‘ Silver’ pesos are reckoned as the 
equivalent of 1 U.S. gold dollar. 


PAR OF EXCHANGE. 
(See Mint Par.) 
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PARAGUAY, Money and Exchange of. 


The currency of Paraguay is limited to 
paper and nickel only (no gold or silver coins 
have been in circulation for many years). 
The paper currency is issued in notes of the 
following denominations— 

$5, 10, 50, 100, 200, 500, and 1,000, and nickel 
coins of $2, 1, and o-50, The nickel coins are actually 
stamped $0.20, $0.10, and $0.05, but owing to the 
insignificant value of such denominations they have 
been proclaimed by law to be legal tender for ten 
times their face value, and are therefore used as 
above stated. 

In 1926 it was stated a new emission would 
be made and the old coins called in. 

The value of the Paraguayan paper peso 
is as follows— 


$1-00 Paraguayan paper equals approximately 1d. 
English 


$1875 3 », equals approximately $1-00 
Argentine paper 
$42°61 ii » equals approximately $1*00 


Argentine gold 


The emission, the denominations of which 
are mentioned above, is the only one now 
valid and was issued under law No. 463 of 
30th December, 1920. All other and previous 
emissions have been called in and are no 
longer legal tender. 

Pagarés or promissory notes signed in 
Paraguay may be made out in Paraguayan 
paper, Argentine paper, or Argentine gold, 
the latter currencies being payable in 
Paraguayan paper at the current rate of 
exchange on day of payment. (The rates 
of 1,875 per cent and 4,261 per cent have, 
for the time being, been fixed by the 
Oficina de Cambios: there are, therefore, no 
fluctuations.) 

Transactions with foreign countries are 
usually made on the basis of the “‘ peso oro ” 
(Argentine gold dollar), or in the currency 
of the country with which the transaction 
is made. 

There are no official exchange quotations 
for foreign currencies in Asuncion (the 
principal centre), but the rates are received 
daily by telegram from Buenos Aires, and 
bills are liquidated on the basis of these 
rates. They are payable in Argentine paper 
or Paraguayan paper at the rates of $1 
Argentine paper to $0-44 Argentine gold, and 
$42°61 Paraguayan paper to the $1-00 gold. 


PARIS, Gold Points between London and. 
(See GoLD PoIntTs.) 


PARIS, Mint Par between London and. 


The mint par between Paris and London 
is 25'2215 francs to f1. 


PARITY OF EXCHANGE. 


(See ARBITRAGE and PURCHASING POWER 
PaRiTY.) 


PASE. 


(See URUGUAY, MONEY AND EXCHANGE 
OF.) 


PAYMENT ON RECEIPT CREDIT. 


A credit in the form of an instruction from 
a banker in one country to a banker in 
another country to pay a certain exporter 
cash up to a named limit against full sets 
of shipping documents and a receipt signed 
in triplicate by the exporter. As a rule, no 
bill of exchange accompanies these shipping 
documents, but the negotiating bank is 
instructed to draw for reimbursement upon 
the bank which opened the credit. 


PENANG. 

(See STRAITS SETTLEMENTS.) 
PERAK. 

(See MaLay STATES, FEDERATED.) 
PERLIS. 


(See Matay STATES, UNFEDERATED.) 


PERSIA, Money and Exchange of. 


The Persian monetary unit is the silver 
kran, equal to 20 shahis. Its weight is 
71-065 grains, and the fineness -go0. Occa- 
sionally the fineness of the silver kran has 
been only -895, but for the purpose of main- 
taining the standard of weight and fineness 
of the Persian silver coin throughout the 
country, arrangements were made in 1926 
to recoin any defective krans that came into 
the possession of the Government, and after 
a period of one year, defective coins had 
only their bullion value. 

Gold coins have been in circulation in 
Persia from time to time, but none have 
been coined for a considerable period. 
Originally, there were }, 4, 10, and 25 gold 
tomans, mostly about -goo fine. Towards the 
end of 1925, the gold 1-toman piece was 
purchasable in the bazaars for the equiva- 
lent of about 16 silver krans. But, according 
to a Persian writer (Moustafa Khan Fateh), 
the gold coins now are the 1o-kran piece 
(ashrafi), 5 krans (penjhezari), and 2 krans 
(dohezari). Gold coin is not in circulation 
in the country. It is bought and sold as a 
commodity only, and is used for presents 
and hoarding. The price of the gold coins 
fluctuates according to demand and supply, 
and, generally speaking, the gold kran is 
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worth approximately twice the value of a 
silver kran, i.e. a 5-kran gold piece is worth 
10 krans silver. 

The value of the silver kran fluctuates also 
daily with the price of silver in London. If 
the price of silver falls, the value of the kran 
falls with it. Ifsilver rises in value, then the 
kran appreciates, too. The silver krans at 
present minted are 5 krans, 2 krans, 1 kran, 
1o shahis, 5 shahis, and 3 shahis. Silver 
money is termed “ pul-i-safid,” that is 
“ white-money.’’ Nickel coins in circulation 
are in denominations of 2 shahis and 1 shahi. 
Formerly, there were copper coins circulat- 
ing, but these have been withdrawn, though 
the word “‘ abbassi’”’ is still used to express 
an amount of 4 shahis. 

The kran is frequently called ‘‘ 1 hezar,”’ 
which means hezar-dinar, i.e. 1,000 dinars, 
and accounts are reckoned in dinars, though 
the dinar is purely an imaginary coin. 

The Teheran mint struck the following 
coins in 1926— 


Gold: Ashrafi, 1,500 pieces 
Silver : 5 krans, 499,500 pieces 
2 krans, 11,920,000 pieces 
1 kran, 2,572,000 pieces 
4 kran (5 shahi), 24,000 pieces 

The Mint, Birmingham, also coined for 
Persia in 1926: 15,500,000 two- and one- 
shahi pieces of nickel-bronze. 

Bank-notes are issued by the Imperial 
Bank of Persia, and are stamped payable 
only in towns of issue throughout Persia. 
The denominations are 1, 2, 5, 10, 20, 50, 
100, 500, and 1,000 tomans (a toman is equal 
to 10 krans). The notes are payable in silver 
currency, not gold. 

The rate of exchange between Persia and 
London is governed chiefly by the course of 
exports and imports, and the price of silver, 
in circumstances convenient for its import 
into Persia, that is to say, the cost of trans- 
port of silver from London to Teheran has 
to be taken into account. Exchange is 
quoted in krans to £1, and, as we have 
previously indicated, the kran being a silver 
monetary unit, any continued rise or fall in 
the price of silver in London is quickly 
reflected in the kran exchange. (Cf. Econ- 
omic Position of Persia, M. K. Fateh, pp. 71 
and 74; Eastern Exchange, Currency and 
Finance, Persian Section, by W. F. Spalding.) 


PERU, Money and Exchange of. 


Peru passed by fairly rapid steps from a 
silver standard to a full gold standard. A 
law was passed in December, 1897, authoriz- 
ing a gold currency. In January, 1898, the 
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President issued a decree to give effect to 
the law. Finally, under the Act of 14th 
December, 1901, the country established the 
gold standard. The Peruvian “libra,” a 
coin of the same weight and fineness as the 
British sovereign, was adopted as the mone- 
tary unit, and the legal value of the silver sol, 
which, with its divisions, had previously 
constituted the exclusive currency (apart 
from copper coins), was fixed at 24d. or 
one-tenth of a pound. Both the Peruvian 
libra and the British sovereign are unlimited 
legal tender, and circulate with silver, 
to soles passing freely as the equivalent of 
a pound, sterling or Peruvian, and vice versa. 

The sol, which is the counterpart of the 
French 5-franc piece, contains 25 grammes of 
silver, nine-tenths fine. Its legal value, as 
indicated above, is one-half of that of the 
French 5-franc piece, due to the fact that 
in Peru a coinage ratio of 31 to 1 between 
silver and gold was substituted for the Latin 
union ratio of 154 to 1, which had been the 
legal ratio. 

The following are the coins— 


Gold : 
The libra= 10 soles, weighing 7-9882 grm., -916% fine 
ae ” » 3°9941 ” ” 
$ ” ( uintos) 2 soles » 1°5976 ” ” 
Silver : 


Peso fuerte (strong dollar) weight 25 grm.,-goo fine 


+ peso » 125 5 ” 
Peseta (20 centavos) > 5 . Ss 
Real (10 ” ” 25 ” 
Medio (5 ,  ) » «125 ” 
Silver is legal tender up to 100 soles. 

Nickel: 20, 10, and 5 centavos 


Copper: 2 centavos 


The Lima mint struck a few gold libra and 
}-libra coins in 1926, and also 694,000 $-sol 
pieces in silver. The Philadelphia mint in 
addition coined for Peru 2,157,000 silver 
I-sol pieces. 

Nickel-bronze : 20 centavos, 2,500,000 pieces 

”? ” 10 ” 3,000,000 ” 

”» ” 5 ” 4,000,000 ” 

There is no Government paper currency 
issue, but during the Great War a number 
of the local banks, acting under the authority 
of Congress, issued bank-notes. These issues 
have since been taken over by the Banco 
de Reserva del Peru, a Government bank, 
established under the law of 9th March, 1922. 

On 7th September, 1925, the Peruvian 
Government promulgated a law (No. 5, 196), 
whereby authority was given to the Cabinet 
to adopt any measures considered necessary 
to avoid depreciation in the exchange value 
of the Peruvian pound. The law provided 


PER] 


that no such measures shall be undertaken 
when the premium on the United States 
dollar and that on the pound sterling do not 
exceed Io per cent. 

Exchange on London is quoted at a pre- 
mium or discount, as the case may be, and 
for some considerable time the rate, Lima 
on London, has been at over 20 per cent 
premium in favour of Peru. For instance, 
21% per cent premium, means {121 5s. 
Peruvian is equal to £100 sterling. 

On New York the rate is quoted at so 
many U.S. dollars to 1 Peruvian pound, and 
on Paris at so many francs to 1 Peruvian 
pound. 


PERU, The Sol. 


One Peruvian sol is equivalent to $0-49 
U.S.A. gold. 


PESO ORO. 


This is an Argentine gold dollar or peso. 
(See ARGENTINA, MONEY AND EXCHANGE OF.) 


PESO PAPEL. 
This is a paper dollar. (See ARGENTINA, 
MoNEY AND EXCHANGE OF.) 


PHILIPPINE ISLANDS, Money and Ex- 
change of. 


™ 

The monetary unit of the Philippine Is- 
lands is the silver peso, weighing 20 grammes, 
.800 fine. The peso is divided into 100 cen- 
tavos. There is also the $ peso (50 cents) 
weighing 10 grammes, -750 fine. 

Peseta (20 centavos) 4 grammes, -750 fine 
Media peseta (10 centavos) 2 grammes, +750 fine 
5 centavos = Nickel 

I centavo = copper 

The Philippines’ peso is equivalent to 
50 cents U.S.A. money. The Philippines’ 
monetary system conforms to the gold 
exchange standard, and the maintenance of 
the parity with gold is governed by the Gold 
Standard Fund Act of 13th June, 1922. 

Treasury certificates and bank-notes are 
issued in denominations of I, 2, 5, 10, 20, 50, 
100, 200, and 500 pesos. 

The only banks of issue are the Philippines’ 
National Bank, the redemption of whose 
notes are guaranteed by the Government, 
and the Bank of the Philippine Islands. 

Exchange on London is quoted in shillings 
and pence per peso, the principal unit of 
exchange, as elsewhere in the Far East, being 
the telegraphic transfer, on which all other 
rates are based. On France the exchange is 
quoted in francs and centimes per peso. On 
the U.S.A. the rate is maintained by the 
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Government, and follows closely the fixed 
ratio of 2 pesos to 1 U.S.A. dollar. 


PIG ON PORK. 
(See House Paper; KitE-FLYERs; and 
FINANCE BILts.) 


POLAND, Money and Exchange of. 


The monetary unit of Poland is the zloty 
of 100 groszes. The zloty was ordained by 
the Currency and Reform Act of 11th 
January, 1924, to contain 9:31 parts of a 
gramme of pure gold (0-290 grammes), 

The coins provided for were— 

Gold: 100 zloty, 50 zloty, 20 zloty, & 10 zloty pieces 
Silver: 5 zloty, 2 zloty, and 1 zloty pieces 
Nickel: 50 grosz, 20 grosz, and 10 grosz pieces 
Bronze: 5 54, Ae ee EPs, aa 

The gold coins are -goo fine and the silver 
coins -750 fine. 

The law laid down that gold coins were 
to be minted from an alloy containing 900 
parts gold and 100 parts copper per 1,000 
of the total weight, and 1 kilogramme of 
this alloy was to be converted into 3,100 
gold zlotys. The weight of the various gold 
pieces was given as— 

100 zlotys = 32°25806 grammes 


50 4» = 1612903 ” 
20 4 = 645161 S 
10 » = 3°22580 » 


The silver coins contain 750 parts silver 
and 250 parts copper per 1,000, and the 
weights are— 

5 zlotys = 25 grammes 
Fie ce et PA 
I ” aor ME, ” 

Gold coins are legal tender to any amount, 
Silver coins legal tender to 100 zlotys, nickel 
and bronze are legal tender for ro zlotys. 

During the years 1926 and 1927, exchange 
between Poland and London rather fell 
away, but ultimately by skilful handling 
Poland was able to stabilize her exchange 
at 43°48 zlotys to the £1. On 18th October, 
1927, for the purpose of making stabilization 
complete, a 7 per cent loan was floated in 
London, New York, France, Switzerland, 
Holland, Sweden, and Poland, the London 
portion being {£2,000,000. The plan of 
stabilization provided, inter alia, for the 
following— 

1. The zloty to be stabilized on a gold 
basis with a value corresponding to the 
exchange rates for the paper zloty, which 
had prevailed without substantial variation 
for over a year. A decree, having the force 
of law, dated 13th October, 1927, was 
accordingly promulgated giving the zloty a 
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gold value equal to 8-g141 to the U.S.A. 
dollar. The previous rate was based on a 
dollar parity of 5-18. The dividing line at 
which the two kinds of gold zloty currencies, 
therefore, will stand to each other will be 
the ratio of 1 : 1°72. 

All currency notes issued prior to 13th 
October, 1927, by the Republic will be 
retired, and the notes of the Bank of Poland 
will become the only paper currency. These 
notes will be payable in gold or gold exchange 
drafts on the basis of the new reserve require- 
ments, providing for a minimum reserve in 
gold or gold exchange against both note and 
deposit liabilities of 40 per cent, at least 
30 per cent being in actual gold. It was laid 
down that the entire foreign exchange 
resulting from the loan would be put at the 
disposal of the Bank of Poland, with the 
result that its gold reserve will thus become 
approximately 80 per cent, which is one of 
the highest ratios of any bank of issue in 
the world. 

In connection with this newly-planned 
stabilization, the Polish Government has 
issued a coinage decree according to which 
gold coins of zlotys Ioo, 50, and 25, silver 
coins of zlotys 5 and 2, nickel coins of 
Zloty I, 0.50, 0.20, 0.10, as well as copper 
coins of Zloty 0.05, 0.02, and o,o1r will be 
struck. 

The 25 zloty gold coin will be called the 
Saanea te” 

The gold coins will contain goo parts fine 
gold and 100 parts copper. Zlotys 5,332 will 
be minted from 1 kilogramme of gold 
-goo fine. The Warsaw Mint, as a matter of 
fact, coined about 77,000 20- and 1o-zloty 
gold pieces in 1926, and also struck some 
32,000,000 bronze coins in denominations of 
5, 2 and I grosze. 

Exchange with JLondon is quoted in zlotys 
to the pound sterling. 


POLAND, Par of Exchange with England. 
(See Mint Par.) 


PORTO RICO, Money of. 


The money is the same as that of the 
United States of America. 


PORTUGAL, Money and Exchange of. 


The monetary unit is the gold escudo of 
too centavos. No gold escudos have been 
coined, but the escudo is reckoned as the 
equivalent of the former milreis, which 
weighed 1-774 grammes, and was worth 
4s. 54d. The gold coins provided for are as 
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follows : 10, 5, and 10 escudos, but no gold 
is in circulation and, as we have stated, none 
has been coined. The fineness laid down is 
“900. 

The silver coins have also entirely disap- 
peared from circulation, but the denomina- 
tions are 1 escudo, 50, 20, and 10 centavos. 
The fineness of the coins is :835. 

There are a number of copper and nickel 
coins in circulation, 1, 2, 4, and }centavo, 

In 1926 the Lisbon Mint struck a consi- 
derable quantity of aluminium-bronze es- 
cudo and 50-centavo pieces, while of bronze 
20, 10 and 5 centavos there were coined over 
27,000,000 pieces. 

The currency is now (1927) on a paper 
basis, the bank of issue being the Bank of 
Portugal, the denomination of whose notes 
range from I centavo upwards. 

Exchange on London is quoted in pence 
per escudo, the rate at end of 1927 with 
Lisbon being 2;3,d. 


PORTUGAL, Possessions of. 


(See PORTUGUESE East AFRICA ; PoRTU- 
GUESE West AFRICA, and MOCAMBIQUE, 
COMPANHIA DE.) 


PORTUGUESE EAST AFRICA, Money and 
Exchange of. 


The currency is similar to that of Portu- 
guese West Africa, namely, the escudo cur- 
rency of Portugal. 

British gold currency circulates in parts, 
but the bulk of the money is in paper notes, 
in denominations of 1, 24, 5, 10, 20, 50, 100, 
and 1,000 escudos. There are also centavo 
notes in denominations of 10, 20, and 50 
centavos. 

The notes of the Banco Nacional Ultra- 
marino also circulate freely. They are called 
“libras’’ (and freely termed pounds, or 
pounds sterling). The denominations are £1, 
£5, and f10. Actually, the Banco has two 
issues, the one in the Portuguese escudo 
currency ; and the other, which purports to 
be the pound sterling, is known as “ libra 
esterlina.’’ These latter bank-notes are in 
denominations of 100, 50, 20, 10, 5, 2.50, and 
1. The esterlina notes are legal tender and 
are at present (1928) inconvertible. They 
will be gradually withdrawn and then the 
escudo will be the sole monetary unit. 

The British Board of Trade issued a notice 
in March, 1927, to the effect that it had 
been informed through the Foreign Office 
that a decree was passed on 27th November, 
1926, for the better establishment of the 
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finances of Portuguese East Africa, the 
main provisions of which are as follows— 

‘rt, The Portuguese Government is 
authorized to place to the order of the 
Province of Mozambique the amount of 
100,000 contos in Lisbon escudos to be 
devoted exclusively to monetary and finan- 
cial reform; the loan will carry interest 
at the rate of 5 per cent per annum, and the 
principal is to be repaid in sixty half-yearly 
instalments commencing on ist July, 1927. 
The loan is guaranteed by the general 
receipts of the Colony and by the tax to be 
paid by the Banco Nacional Ultramarino on 
its note issue, and is destined exclusively 
for the improvement of the monetary and 
financial system of the Colony. 

“2, Henceforward the Banco Nacional 
Ultramarino will be required to sell foreign 
drafts against its own notes at the official 
rate of exchange, which is to be fixed regularly 
for periods of three months by agreement 
between the Government of the Colony and 
the bank ; a transference premium not exceed- 
ing 2 per cent may be charged by the bank. 

“3, Exchange business is restricted to 
legally constituted banks, and the official 
rate must not be exceeded. The official 
rate has been fixed initially at 23-25 per 
cent premium, making the escudo 115-118 
to the pound sterling. 

“4, Except when specially authorized 
the nominal total value of the notes of the 
Banco Nacional Ultramarino in circulation 
is not to exceed three times the monetary 
reserve held by the bank, which is to be 
debarred from carrying out further trans- 
actions in its Libra notes, which will be 
withdrawn as the bank collects outstanding 
debts in that particular currency. 

“5. All revenues of the Colony are hence- 
forward (as from 1st January, 1927) to be 
collected in escudos, and payments of public 
accounts are to be made in the same cur- 
rency, except in cases where special contracts 
definitely specify payment in gold or foreign 
currency.” 

(See PortTuGUESE West AFRICA and 
MOcCAMBIQUE, COMPANHIA DE.) 


PORTUGUESE WEST AFRICA, Money of. 


The monetary unit is the escudo of 100 
centavos, equal to 1,000 reis. Since 1st 
September, 1922, the escudo currency of 
Portugal has been in circulation in both 
Portuguese West and Portuguese East 
Africa. (See PORTUGAL.) 

The method of writing amounts of cur- 
rency is curious and should be carefully 
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noted; for instance, 4 escudos, 25 centavos 
is written 4$25. 50 centavos would be 
written $50. 

The Mocambique escudo is not legal tender 
outside the territory of the Companhia de 
Mocambique. (See MocaMBIQuE, Com- 
PANHIA DE.) 


PRAGUE, Mint Par of Exchange with 
London. 


(See Mint Par.) 


PRINCE EDWARD ISLAND. 


Money and exchange is the same as that 
of Canada. (See CANADA.) 


PURCHASING POWER PARITY. 


During and since the years of the Great 
War, when the currencies of numerous 
countries depreciated, attempts were made 
by eminent economists to find the cause of 
the depreciation. The theories advanced 
showed wide study of the history of currency 
and exchange as developed by an older 
generation of economists, so it will be well 
to state briefly what were the bases on which 
former writers developed their arguments. 

First, we have ‘“‘ Lord King’s Law of 
Currency,’”’ which stated that “‘ if a metallic 
and an inconvertible paper money are cir- 
culating together, and the market price of 
bullion exceeds the mint price, while the 
foreign exchanges have fallen below the 
specie point (i.e. the point at which it 
becomes profitable to export specie), the 
paper currency is depreciated, and the 
difference between the market and the mint 
price of bullion is the measure of that 
depreciation.” 

Goschen, in his Theory of the Foreign 
Exchanges, developed that argument. He 
held “ that bills on a given country fluctuate 
in value in proportion to the extent to which 
the prices of all purchaseable articles— 
bullion included—are affected by the depre- 
ciation of the currency. In other words, in 
proportion to the discount of the paper 
money, or the premium on gold.” 

The extent of the depreciation of the 
money of the country, ie. its purchasing 
power, it is held, is shown most clearly by 
the price index numbers of that country. 
That being so, economists sought for an 
explanation of the causes of depreciation in 
currencies by investigating the relation 
between the price level within countries 
suffering from that evil, and the level of 
their exchanges in other countries. A com- 
parison was made between the internal and 


154 


PUR] 


external purchasing power of the depreciated 
currency, or, as it was called, the ‘‘ purchas- 
ing power parity ’’ as distinguished from the 
mint parity, and the ratio of exchange 
between any two countries was said to be 
normally determined by the ratio of their 
general price levels. 

Professor Gustav Cassel was the foremost 
exponent of this theoretical parity. He 
stated that the willingness to pay a certain 
price for a foreign currency depended on the 
fact that this money has a purchasing power 
as against commodities and services in the 
foreign country. ‘‘ On the other hand, when 
we offer so and so much of our own money 
we offer, in fact, a purchasing power against 
commodities and services in our own country. 
Our valuation of a foreign money will, 
therefore, essentially depend on the relative 
purchasing power of the currencies of both 
countries. Given a normal freedom of trade 
between two countries A and B, a rate of 
exchange will establish itself between them, 
and this rate will, smaller fluctuations apart, 
remain unaltered as long as no alteration in 
the purchasing power of either currency is 
made and no special hindrances are imposed 
upon the trade. But, as soon as an inflation 
takes place in the money of A, and the pur- 
chasing power of this money is, therefore, 
diminished, the value of the A-money in B 
must necessarily be reduced in the same 
proportion. And, if the B-money is inflated 
and its purchasing power is lowered, the 
valuation of the A-money in B will clearly 
increase in the same proportion. If, e.g. the 
inflation in A has been in the proportion of 
320 to 100 and the inflation in B has been 
in the proportion of 240 to 100, the new rate 
of exchange will be three-fourths of the old 
rate. ... Hence the following rule: When 
two currencies have been inflated, the new 
normal rate of exchange will be equal to the 
old rate multiplied by the quotient between 
the degrees of inflation of both countries. 
There will, of course, always be fluctuations 
from this new normal rate, and in a period 
of transition these fluctuations are apt to 
be rather wide. But the rate calculated in 
the way indicated must be regarded as the 
new parity between the currencies, This 
parity may be called the purchasing power 
parity, as it is determined by the quotient 
of the purchasing powers of the different 
currencies,” (The World’s Monetary Prob- 
lems, G. Cassel, pp. 36-7.) 

To find the purchasing power parity 
between two countries, say England and 
Germany, then, we have to calculate what 
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percentage the price index number of 
England is of the price index number of 
Germany (the pre-war year being taken as 
the base), and then to multiply the resulting 
percentage by the par of exchange between 
the two countries. The result will be the 
percentage depreciation of the purchasing 
power of the mark in terms of the pound 
sterling. 

The defect in this theory is that it pre- 
supposes the maintenance of the monetary 
circulation without any great changes at a 
figure corresponding to the price level which 
it is desired to maintain. Further, sufficient 
account has not been taken of the exchange 
value of one currency in terms of the other. 
These may or may not vary in accordance 
with the alterations in their relative pur- 
chasing power. In practice, the adjustment 
of the one value to the other is imperfect. 
It is true that if commercial transactions 
between the two countries constitute the 
determining factor, the correspondence will 
be close. But, as is usually the case, varying 
appraisals of the future value of an incon- 
vertible currency will give rise to an element 
of speculation, and this will tend, according 
to circumstances, either to widen or to 
contract the spread between the two sets 
of values. 

Finally, as a French writer has emphasized, 
if there be a prolongation of irregular ex- 
changes, even though the actual depreciation 
be slight, “there is always the threat of 
some sudden aggravation and of unlimited 
depreciation with all the series of disasters 
involved thereby. The example of countries 
like Russia, Germany, Austria, and Poland 
has demonstrated all too clearly that once 
the limits of the gold points have been 
crossed, there seems to be no factor other 
than a return to the convertibility of internal 
currency into external currency which can 
arrest the fall of a currency which has 
become a prey to all the vicissitudes of 
speculation.’’ In practice, the purchasing 
power parity is likely to lead to false con- 
clusions, since it depends on a suitable and 
effective comparison between the relative 
prices of two given countries; a difficult 
matter, as each country usually has a 
different method of ascertaining its index 
numbers and prepares the figures on widely 
varying bases. Sufficient account, too, has 
not been taken of the necessity for the inter- 
change of commodities between any two 
countries being free and unhampered. (Cf. 
Modern Monetary Systems, Bertrand Nogaro ; 
The Theory of the Foreign Exchanges, 
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Viscount Goschen; The World’s Monetary 
Problems, Gustav Cassel; Domestic and 
Foreign Exchange, Ira B. Cross.) 

The purchasing power parity has been 
referred to constantly in connection with 
Great Britain’s return to the Gold Standard, 
which in many quarters was considered to 
be premature. The question is of import- 
ance, and we are indebted to the Westminster 
Bank, Limited, for permission to reproduce 
their comments on it, published in February, 
1928, in their Monthly Review. 

“In broad terms,’’ said the Westminster 
Bank, ‘‘it has been asserted that the 
British pound note in April, 1925, was 
actually worth less than a golden pound, and 
that it was subsequently necessary somewhat 
abruptly to depress British prices (i.e. to 
increase the purchasing power of the pound) 
by anything up to ro per cent, in order to 
close the gap. As falling prices admittedly 
have a braking effect on business activity, 
the penalty of our over-eagerness in 1925, 
according to this argument, was a definite 
set-back to trade recovery, the ill effects of 
which have only recently been overcome. In 
the following pages, however, it is submitted 
that the facts afford strong reason for ques- 
tioning this view, and accepting the more 
favourable judgment that: ‘“‘ Looking back 
to-day over the course of events, both here 
and abroad, the relative price movements 

. and the wide extent to which our 
example has been successfully followed by 
other nations, we may say with confidence 
that delay would have been costly, and that 
the psychological moment was chosen for 
that momentous decision.” 

In a narrow sense, the pound sterling 
practically regained its gold status three 
years ago. Measured in terms of the 
American dollar, which has never ceased 
to be convertible into gold on demand, it 
stood, in the foreign exchange market, at a 
discount of little more than 1 per cent, in 
the latter days of April 1925, after being at 
a discount of as much as 34 per cent on one 
occasion since the war. But subscribers to 
the view first mentioned above hold that 
this state of affairs was, in fact, artificial, 
the exchange quotations of the pound having 
been “levered up” to an unjustifiably high 
level in the period immediately preceding the 
return to gold. The basis of their conten- 
tion can be set out on some such lines as 
these— 

The rate at which a currency not convert- 
ible into gold (such as the pound sterling 
previous to April, 1925) can be exchanged 


for other currencies (such as the gold dollar) 
must, in the long run, be governed by its 
purchasing power in terms of commodities 
in general. In other words, a purchaser of 
a given number of dollars buys the right to 
obtain a definite amount of gold in exchange 
for his dollars, on demand, if he so wishes. 
A purchaser of a currency not convertible 
into gold on demand, however (which was 
virtually the case with the pound sterling 
previous to April, 1925, since no one who 
obtained gold for a Treasury Note at the 
Bank of England could ship the metal out 
of this country without a Government 
licence), buys something much less definite. 
He buys in effect nothing more nor less than 
the power to obtain whatever amount of 
commodities in general can be purchased at 
the time, for the number of currency units 
in question. This purchasing power finds 
outward expression in the level of prices 
in the country using it, and is generally 
measured—approximately, of course—by a 
statistical device known as an “ index 
number,’ which is designed to show how the 
level at any given moment compares with 
the level during some “‘ base’”’ period, e.g. 
the year 1913. In the long run, therefore, 
purchasers of an “ inconvertible’’ foreign 
currency will base their calculations on the 
amount of commodities that the currency 
will buy—i.e. on its ‘“‘ purchasing power ”’ 
but foreign exchange quotations at any 
moment may show a greater or less diver- 
gence from this ‘‘economic’”’ standard, 
owing to various temporarily disturbing 
factors, and of these speculation has the 
greatest effect. For example, financial opera- 
tors, believing that an upward or downward 
movement is imminent, may seek to reap a 
profit by bull or bear activities, and thereby 
hasten the consummation they have in mind. 
Thus, while the exchange value of an 
“inconvertible’’ currency is constantly 
tending towards “‘ purchasing power parity,” 
a great number of other factors operating 
from time to time, such as international 
capital movements, may be expected to 
prevent it ever reaching precisely that 
level. 

For twelve months prior to Britain’s return 
to gold, sterling had been steadily appreciat- 
ing. A very strong bull movement, it is 
contended, was set up. Speculators bought 
sterling in large amounts, while much foreign 
capital, particularly from America, came for 
temporary investment in the London market. 
(A contemporary estimate put the aggregate 
of such ‘‘short loans” at approximately 
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£100,000,000, though the evidence is in- 
sufficient to justify any but a very round 
figure.) It is assumed, therefore, on this 
reasoning, that at the end of April, 1925, 
sterling had been speculatively forced up 
nearly to parity, while British internal 
prices—the true index of the actual economic 
position—were still appreciably removed 
from the gold level. 

These assertions may be tested in the light 
of such facts as are available. Hair-splitting 
comparisons cannot be made between the 
price index-numbers of various countries, 
owing to differences in the representative 
commodities included, and in _ technical 
methods of weighting, but the following 
table shows the general trend of British and 
American (‘‘ gold’”’) prices for the fifteen 
months preceding the return to gold, a 
reputable and carefully-compiled official 
index-number being used in each case. The 
table further shows for each month the 
“purchasing-power parity’’ of the pound 
sterling in terms of the dollar (i.e. the rate 
of exchange which would have been quoted 
had the market rate been based exactly on 
the ratio between British prices and gold 
prices), together with the actual market 


rate— 
BRITISH AND AMERICAN PRICES. 


EXCHANGE VALUE OF £ STERLING 
(a) Fifteen Months Preceding Return to Gold 


soe American “ Actual 
Wo Gd") | ata. | Pachange 
Late %5 Wholesale ment Rates of £ 
(Board of Prices Parity ” of Sterling. 

Trade spine of £ Sterling sig ae to 
r our I— 

Index No.). Index). say Average of 

1913 = 100) 1913 = 100 ; DailyRates.) 

1924 
January . 165 151 4.450 4.261 
February 167 152 4-431 4.308 
March . 165 150 4-435 4.293 
April : 165 148 4.368 4.348 
May : 164 147 4-363 4.359 
June : 163 145 4.330 4.321 
July é 163 147 4.388 4.368 
August . 165 150 4.421 4.501 
September 167 149 4-339 4-458 
October . 170 152 4-350 4.487 
November 170 153 4.377 4.606 
December 170 157 4-496 4.694 
192 

ae ee 171 160 4.551 4-780 
February 169 161 4.630 4.772 
March . 166 161 4-717 4:777 


1 Calculated in the following manner, e.g. for January, 1924— 
American Prices x 100 
British Prices , 
purchasing power of sterling in terms of gold. If sterling had 
its full external purchasing power, it would buy 4°866 dollars. 
In the present case it has no more than 91°5 per cent of its full 
4°866 X 9I°5 i 

100 


=o1'5 per cent = actual internal 


purchasing power, therefore {1 should buy 
4.450 dollars. 
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The table suggests that during the first 
half of 1924 both British prices and gold 
prices were falling, the latter somewhat the 
more rapidly. During this time the ‘ pur- 
chasing-power parity ”’ of the pound sterling 
therefore tended very slowly to drop; ir 
other words, the gap between gold prices and 
British prices was slowly widening. Gold 
was, figuratively speaking, ‘‘ running away ” 
from sterling. From June, 1924, to January, 
1925, however, the trend was reversed. 
Both sterling prices and gold prices moved 
quite sharply upwards, but whereas sterling 
prices showed only an ultimate increase of 
5 per cent from the previous low point 
(June, 1924), gold prices rose by Io per cent. 
It is seen, therefore, that the vise in the “ veal’’ 
exchange value of sterling during this period 
came about without deflationary measures 
being put into operation, and consequently it 
entailed no hardship on the British manu- 
facturer. Gold prices were “‘ running after ”’ 
sterling prices, and it appeared that, if only 
the movement lasted sufficiently long, they 
might catch them up. This would have been 
a decidedly happy state of affairs, since it 
would have made possible the return to gold 
without any sacrifice whatever on Great 
Britain’s part. Speculators in the foreign 
exchange market were evidently hopeful of 
such a consummation, as is evidenced by the 
fact that the market rate of exchange for 
the pound, which only a few months earlier 
had been well below the ‘‘ true’’ rate, now 
rose rapidly above it. 

Early in 1925, it was quite evident that 
the critical period had been reached. Ster- 
ling prices were then falling, while gold 
prices, for the time being, were relatively 
stationary. Sterling was, for the first time, 
“going to meet gold.” Actual exchange 
quotations in the market were steady around 
$4.78 to £1, while the rates indicated by 
relative purchasing power rose rapidly to 
meet them, and at the end of March, 1925, 
there was very little discrepancy between 
the two. The situation, on the eve of the 
decision to resume the gold standard, can 
therefore be summarized as follows: The £ 
was nearly back at a gold level. It was not 
greatly over-valued in the exchange market. 
Finally, for the most part, gold had caught 
up sterling ; sterling had not been deflated 
to bring it to gold. These conclusions are 
of crucial importance. On this showing, 
April, 1925, was as propitious a moment as 
could have been found for the return to 
gold. 

We may now examine the main features 
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of the subsequent period. The relevant 
figures are shown in the annexed table. 


BRITISH AND AMERICAN PRIC4s. 
EXcHANGE VALUE OF £ STERLING 
(6) After Return to Gold 


PPE : Actual 
British American 
Wholesale Wholesale ee 
Prices Prices Sterling. 
TOTS LOC) LONS St e0s) | Dolidusitocera 
(1925, March) (166) (x61) (4.777) 
1925 
April . 4 162 156 4.796 
May . : 159 155 4.855 
June . - 157 157 4.861 
July 157 160 4-860 
August 156 160 4.857 
September . 155 160 4.847 
October 154 158 4.843 
November . 153 158 4.846 
December . 152 156 4.850 
1926 
January 150 156 4.858 
February 148 155 4.864 
March . 144 152 4.861 
April . 144 I51 4.862 
May . 145 152 4.862 
June. 146 152 4.866 
July. 149 I5r 4.864 
August 149 149 4.858 
September 151 I5I 4.855 
October 152 150 4.850 
November . 152 148 4.849 
December . 146 147 4.851 
1927 
January 144 147 4.853 
February ; 143 146 4.850 
March . A I4I 145 4.854 
April . A 140 144 4.857 
May . : 14I 144 4.857 
June. ; 142 144 4.856 
July . . 141 145 4.855 
August : 141 147 4.861 
Septembe: . 142 149 4.863 
October F 141 149 4.870 
November . 141 1484 4.874 
December . 140 (1484) 4.882 
Averages: 
April to Dec., 
1925 5 156 158 4.846 
Year1926 . 148 151 4.858 
Year 1927 141} 146} 4.861 


The “ purchasing-power parity ’’ question 
does not now arise, the fact that sterling is 
exchangeable for gold on demand setting 
limits to exchange movements either way. 
The main features of the period following 
the return to gold can be briefly summarized. 
From April to December, 1925, British 
prices continued the decline which had been 
initiated in the previous February, i.e. before 
the return to the gold standard. American 
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prices fell at first, rose during the summer, 
then fell once more. During 1926, British 
prices fell, up to the eve of the coal stoppage, 
rose while the stoppage was in progress, then 
fell approximately to the pre-stoppage level. 
American prices, unaffected by any such 
abnormal factor, fell steadily throughout the 
year. During 1927, prices were practically 
stabilized in both cases, the British level, in 
fact, being the more constant of the two. 

The most convenient method of ascer- 
taining the broad results of the gold standard 
period is to examine the average figures, 
which are given at the foot of the table. 
These suggest that since Great Britain's 
veturn to gold, both British and American 
prices have fallen. The fall would therefore 
seem to be due to an increase in the purchasing 
power of gold itself. If it is urged that indus- 
trial activity has been checked thereby, the 
reply is that, in any case, this reflects on the 
merits of the gold standard itself, which are 
not in dispute, and not on the wisdom of 
our returning to gold just when we did. 

It should be pointed out, however, that 
the decline in British prices has been, from 
highest to lowest, somewhat greater than 
that in American prices. As has already been 
stated, there are important technical con- 
siderations which preclude exact comparisons 
between the price indices of one country and 
those of another. Long experience of the 
behaviour of the two sets of price figures 
suggests that the British Board of Trade 
Index, may, in fact, be “ pitched’ a point 
or two lower than that of the American 
Bureau of Labour. The margin between the 
two, however, tended to widen considerably 
during the autumn months of 1927, and it 
is quite conceivable that the average British 
price level may at present be slightly lower 
than that of America—a fact which partially 
explains the premium established by sterling 
over the dollar during the autumn and winter 
months of 1927, when seasonal exchange 
tendencies might have been expected to 
produce an opposite effect. 

The following conclusions therefore emerge 
from this survey— 

1. April, 1925, was, all things considered, 
a propitious moment for a return to gold. 

2. It is highly probable that prices would 
have fallen in Great Britain over the last 
two-and-a-half years, whether we had 
returned to the gold standard or not. 

3. British prices are certainly not above 
the true gold level to-day. 
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This is the Guatemalan gold monetary 
unit = 1 dollar (U.S.A.) and 4:8665 quetzales 
= £1. (See GUATEMALA.) 
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RATES OF EXCHANGE. 


A rate of exchange is, in its simplest form, 
the price paid in one country for the money 
of another country. Except indirectly, the 
rates of exchange quoted do not refer to the 
value of the other country’s gold or silver 
unit as the case may be. They represent the 
price at which a person who has funds 
standing to his credit or owing to him in 
a foreign country will sell the right to those 
funds. The greater or less amount surren- 
dered in exchange for the home currency 
depends, to a large extent, on whether the 
buyer wishes to receive payment in the 
foreign country immediately or at some 
distant date. The price per unit at which 
the right to receive payment in one country 
is sold in another country may be expressed 
in three different ways, by means of 
telegraphic transfers, by demand or sight 
bills, and by bills payable at so many days 
or months after date or sight. If a tele- 
graphic transfer be purchased, the money in 
the foreign country will be made available 
to the beneficiary immediately the telegram 
from the home centre has been received in 
the foreign centre and has been decoded. 
It is the most expensive form of remittance. 
The demand or sight bill will be paid directly 
it has reached the foreign centre and has 
been presented for payment. The bill pay- 
able after date or sight will enable the person 
to whom it is sent to receive the foreign 
money after the time for which it is to run 
has elapsed. 

It will make for simplicity, however, if we 
regard the rates of exchange as the price in 
one country of bills of exchange drawn on 
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other countries, since these make up by far 
the largest amount of foreign exchange 
bought and sold. Bills of exchange are 
bought and sold, and are subject to exactly 
the same laws of supply and demand as 
govern the purchase and sale of other com- 
modities. They are, in fact, commodities, 
the particular class of commodity being 
some form or other of indebtedness. This 
being so, it is important to know the reasons 
for the variations in the demand for and 
supply of bills of exchange, and the factors 
that cause prices, or rates of exchange, to 
fluctuate. 

Bills of exchange arise from something 
which has made one man the debtor of 
another. Every exchange is reciprocal, even 
in foreign exchange—one parts with some- 
thing and gets something back in return. In 
this great changing and _ interchanging 
between nations we transfer goods or render 
services to others in return for the goods 
they transfer or services they render to us, 
and payment in one way or another has to 
be made. The foreign exchange rates are a 
visible sign of all this. But exports pay for 
imports, we are reminded, and in the aggre- 
gate one might assume that the goods and 
services that England furnishes to other 
countries must represent goods and services 
of equal value passed over to England by 
other countries. So they do, in effect, not- 
withstanding the puzzling fact that our 
trade returns appear to be a direct contra- 
diction of this theory. They show a large 
excess of imports over exports, which means 
that there is a large balance of indebtedness 
against the United Kingdom. 
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How is this adverse balance settled ? The 
reply is by invisible exports, which do not 
appear in the trade returns. Our exports of 
merchandise as shown by trade statistics 
never do, as a matter of fact, exactly balance 
with our imports of merchandise, but it is 
the exports plus the services that we render 
to other countries—including all those items, 
which the late Sir Robert Giffen so happily 
described as invisible exports, meaning ser- 
vices both direct and indirect, such as loans 
of capital, interest payments, bankers’ com- 
missions, and the one hundred and one other 
items which go to fill the void between 
visible exports and imports. It is the known 
exports, plus the invisible items which ulti- 
mately should equal in value our imports 
of merchandise, plus similar services that 
other countries render to us. 

Imports can be obtained only in exchange 
for exports. Both result in the drawing of 
bills of exchange. In practice, it is unneces- 
sary for both sides to draw, since, even where 
the bill of exchange serves as the medium 
for settling indebtedness, there is no sense 
in the creditor, say in New York, drawing 
a bill on London, while another creditor in 
London draws a bill on New York. The one 
bill is made to serve the double purpose, and 
in the practice of foreign exchange it will 
constantly be found that the bill of a creditor 
in the home centre drawn on his debtor in 
the foreign centre, is sold by the creditor 
to a debtor in the home centre who has a 
creditor in the same foreign centre. The one 
bill thus suffices, though, equally in practice, 
it is the banker or other exchange dealer 
who will be the intermediary. 

This brings us the question, ‘‘ what is it 
that makes the rate?” or “on what is it 
based ?”’ and “what are the component 
factors?”’ and so forth. Demand and 
supply are, again, the main factors. The 
export trade, as we have shown, visible and 
invisible, creates a supply of bills of exchange, 
and this supply varies with the greater or 
less intensity of the exports. The bills them- 
selves are obviously representative of certain 
amounts of foreign indebtedness, and their 
price (or the rates of exchange) will vary 
with supply and demand. The starting point 
for these variations will be the mint par of 
exchange, around which the rates. will 
oscillate. 

On the assumption that we are dealing 
with gold standard countries, let us examine 
the constituent parts of the rates. The rate 
of exchange charged by a bank or other 
exchange operator for a foreign bill will first 
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of all represent mint par, or, in other words, 
the gold equivalent of the foreign monetary 
unit. It will also include a premium or be 
minus a discount on the mint par, greater 
or less, as the case may be, in proportion 
to the demand for the bills on the market 
as compared with their supply. If there be 
a demand in excess of supply, the rate will 
be mint par plus a premium. If the supply 
be in excess, the rate will be mint par less a 
discount. 

But that is not all; the rate, again, will 
include the seller’s commission, and be less 
an allowance for interest according to the 
time the banker has the use of the money 
paid for the bill. This interest allowance 
will be reckoned on the period of time taken 
for the passage between the two points— 
the centre in which the bill is drawn or sold 
and that in which it is paid. 

The banker’s or exchange dealer’s buying 
rate is similarly calculated. It includes the 
mint par, plus or minus a premium or dis- 
count on mint par, less a commission cover- 
ing the dealer’s profit and allowance for his 
risk and trouble, less again a discount accord- 
ing to the period for which the draft has 
to run. 

There is a further point demonstrated by 
some of the experts. It is held that the 
tates also include, in the one case, an addi- 
tion for the cost of shipping gold, and in 
the other case, a deduction for the cost of 
shipping gold. This seems to complicate the 
theory of the exchange rates, yet the real 
explanation is that exchange bankers’ selling 
rates are the rates at. which they sell gold, 
the bills of exchange being claims to so much 
of the gold currency of the country in which 
they are ultimately paid, while the exchange 
bankers’ buying rates, are the rates of 
exchange at which they buy gold, or, in 
other words, buy the right to receive so 
much of the gold currency of the country 
in which the bills will be ultimately paid. 
It is this gold element that is so difficult of 
comprehension by the man in the street. 
People understand very well the con- 
stituents of a rate of exchange except the 
addition to the mint par of the cost of 
shipping gold from the mint par in the other 
case. An explanation will make clear these 
points. 

We may assume that it is accepted first 
of all that the starting point in the rate is 
mint par, also that as even a banker does not 
work for nothing, no one will grumble about 
the additions and deductions of commissions 
and premiums or discounts. That being so, 
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all we have to account for is this cost of 
shipping gold. Well, for the purpose of an 
example, let us take the exchange between 
London and New York. 

Let us suppose that owing to the balance 
of indebtedness being against England, 
London has to pay to New York much 
more than she has to receive from that 
centre. The position will be that merchants 
who have to pay debts in New York, in 
fact, all who want to remit money to that 
centre, will be searching the market for the 
wherewithal to remit. They or their agents 
are eager buyers of bills of exchange. As a 
natural consequence, the demand having 
out-distanced the supply, there will be com- 
petition among the buyers to secure the bills 
in the market, and in proportion to the 
competition the price of these bills, the 
dollar rate of exchange, will rise—will move 
against London, that is against the buyers 
of exchange. The price (or the rate of 
exchange) will rise with the degree of the 
competition. 

If the reader will dismiss from his mind 
for the moment the interposition of the bill 
of exchange, and will remember that what 
in reality the American credit has to be paid 
in is gold dollars, he will understand that, 
failing any other way of getting gold into 
the hands of the American creditor, the 
English debtor’s obligation is to send gold 
from London at his own risk and expense. 
That being so, he will be prepared to bid 
higher and higher for the bills until the rate 
of exchange includes the known cost of 
shipping gold to New York. That is to say, 
he will pay more than the mint par of 
exchange for a bill rather than incur the 
risk and expense of sending gold. 

The buyer is, in fact, assumed to be willing 
to pay such an amount for the bill as will 
represent the incidentals we have mentioned 
plus the cost of transmitting the gold to the 
foreign centre (New York in the case under 
consideration), but in normal times he will 
not pay more, since if the quotation for the 
bill exceed this, it would be better for him 
to purchase the gold and ship it in settlement 
of his debt. Thus, it follows that when the 
rate of exchange moves against London and 
in favour of New York, the limit of the 
premium in favour of New York will be the 
cost of shipping gold and turning it into 
American dollars in the United States. 

Then there is the reverse aspect of the 
question, the point when the supply of bills 
London on New York exceeds the demand 
for them. The value or the price of debts 
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payable in New York, but sold in London 
will in this case fall, but, for similar reasons 
to those we have outlined above, the cost 
of shipping gold from New York to London 
will mark the extreme limit of the discount, 
since rather than accept less for his bill, the 
seller would elect to have the gold remitted 
to him from New York. 

There is neither magic nor mystery about 
this process at all, for, when the rates of 
exchange react in the way we have indicated, 
all we have is a simple example of the work- 
ing of the inexorable laws of supply and 
demand. Bills, the evidence of debts, are 
in excess supply, their price falls; the de- 
mand for bills, the evidence of debts, exceeds 
the supply, their price rises. That is the crux 
of the problem of rates of exchange. 

In international exchange we make this 
limitation, however, that the variation in 
rates cannot in normal times, with gold 
freely available, exceed twice the cost of 
sending gold from the one country to the 
other. The upper limit will be the mint par 
of exchange, plus the cost of sending gold 
in settlement of indebtedness, while the 
lower limit will be the mint par minus the 
cost of remitting gold. 

A study of these factors will be sufficient 
to indicate to the reader that the cost of 
shipping gold is, therefore, a very important 
item in fixing rates of exchange as quoted. 

The limits of exchange to which we have 
referred are known as “ gold points,’ for a 
full explanation of which the reader is re- 
ferred to our article on “‘ Gold Points.” 

Now, as to the rates themselves: The 
Press in England has different methods of 
showing the rates of exchange quoted. The 
Times, for example, gives the range of 
quotations within which business was re- 
ported on the preceding day, while some of 
the other papers give the actual dealing 
rates, i.e. ‘‘buyers’’ and “sellers.”” The 
weekly financial papers, again, such as The 
Economist and The Stock Exchange Gazette, 
quote the rates of exchange, London on the 
various centres abroad. On page 162 is an 
example of the rates quoted in London on 
gth February, 1928, to which we have added 
a column explaining the method of quoting. 

It will be noticed that in most cases 
“ double-barrelled ’’ quotations are given. 
Generally speaking (apart from The Times 
quotations), these represent two limits— 
those for buyers and those for sellers. The 
first quotation gives the price offered by the 
buyers and the other is the sellers’ price. 
The one expresses demand for, and the other 
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the supply of exchange. The first rate in 
each case represents what is, in fact, the 
lower quotation, since the buyer will natur- 
ally offer as low a price as possible, while 
the seller tries to obtain the higher price. 
For example, if a holder of French money 
wants to buy sterling in exchange, he will 
offer 124:01% francs for £1, but if a holder 
of sterling wishes to purchase francs in 
exchange he will strive to get the higher 
price, ie. he will want the greater number 


F Par of Rate Current, 
Place Method of Quoting Exchange gth Feb., 1928 
4.878745 
New York . Dollars and cents to £1 $4.8665 4 876-875 
4. 
Montel % y £r $4.8665 4,88}-88$ 
Paris Francs and centimes to £1 25.2215 124.014-02}4 
Brussels Belgas (1 belga=s5 frs.) to £1 135.00 34.998-994 
Amsterdam Florins and cents to £1 12.107 12.104-I0% 
Oslo . 3 Kroner and ore to £ 18.159 18.30-304 
Stockholm Kronor ne ‘ 18.159 18.152-158 
Copenhagen Kroner ny é a : 18.159 18.19#-204 
Helsingfors Finnish markkaa and pennia to £1 193.23 193-50-193.55 
Riga : Lats and santimes to {1 . 25.2215 25-15-30 
Switzerland Francs and centimes to £1 25.2215 25.32-32} 
Italy Lire and centesimi to {1 . 292.465 92.06—08 
Greece Drachmae and lepta to {1 25.2215 367-3684 
Madrid Pesetas and centimos to £1 25.2215 28.59-60 
Lisbon Pence to 1 escudo . % é > 53-.287d. 232-221 
Berlin Reichsmarks and reichspfennige to {1 20.429 20.424-42} 
Vienna Schillings and groschen to £1 a 34.5851 34.58-62 
Budapest . Pengoes and fillers to fr . A 327.82 27.8792 
Prague 5 Czech kronen and heller to £1 . 24.017 16433-16445 
Kaunas Kovno . Litas and cents to £1 48.66 48.50-49.50 
Warsaw Zloty and groszys ,, 43-38 43-40-43.45 
Moscow Chervonetz to £1,000 9454-90474 
Bucharest . Lei and bani to {1 . 25.2215 7923-794 
Constantinople Piastres to £1 é 110.69 950-965 
Sofia Leva and stotinki to {1 25.2215 672-677 
Belgrade Dinars and paras _,, 25.2215 2763-2774 
Reval | Esthonian marks _,, *18.159 18.05-18.35 
Alexandria® Piastres to £1 974 9733 
Mexico _ Pence to 1 dollar 24.58d. 23.80-24.60 
Buenos Aires? », to 1 dollar or peso 47.619d. 4723-4733 
Rio de Jan.° »» per x milreis 16d. 5328-513 
Montevideo yx tO peso . : 51d. 508-504 
Peeeeke, See ane centavos to £1. S40 39.40 
ima 5 nglish to Peru {1 . P 9 
Bombay? : : a aed 
Calcutta Shillings and pence to 1 rupee . if . 528 
Madras | ‘ : : Rs. to ee 7 
Hong-Kong? on as », I H-Kg. dollar — 2s. 08d. 
Shanghai® . s . » I Shai. tael — 28. 7d: 
Singapore® is; _ » I Straits dollar 2s. 4d. 28. 4e5d. 
Batavia® Guilders and cents to £1 . ‘ 3 12.107 12.11} 
Kobe® Shillings and pence to 1 Japanese yen 24.58d. Is. r1x4d. 
Manila ” ” ” I Philippines 2s. od. 
peso 24.066d. 


' New currency, 25th October, 1926, the belga, 1 belga = 5 francs, or 35 bel = fi. 
2 Stabilized at 92.46 lire to £1 by decree 21st December, eee = =o 


5 New currency, 1st January, 1926, the pengd = 12,500 kr., one kilog. of fine gold = 3,794 pengos, 


4 New currency, 1st January, 1928, the kroon, roo Estonian marks = r kroon. 


5 On London. 


8 Stabilized on 29th September, 1925, 


peso gold of 18d. 


by Government decree on basis of 40 pesos paper per £, corresponding to 3 pesos paper per 


7 Parity of 13} rupees = fr (8th March, 1927’. 
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of francs and centimes for each of his pounds 
sterling—124:024. 

There is no rule, however, without an 
exception, and this we have in the case of 
the pence rates. Take Lisbon ; the buyer of 
Portuguese escudos will want to give as few 
pence as possible for each escudo, while the 
seller will want as many pence as he can 
get—so the buyer will endeavour to get the 
249d. rate, while the seller will try to get his 
deal done at 223d. 


aR ceieenenemeememeeeeeeeee eer a ee es ee 


or 47,425,000 crowns. 


[RAT 
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It is necessary also to distinguish between ; unit. For example, the rate on Paris quoted 


the relative positions of the persons in 
different countries. If a man is in a foreign 
country, say Portugal, and is a buyer of 
sterling, the more pence he can get for his 
escudo the better will be the rate of exchange 
for him. If he is a seller of sterling, the 
fewer pence he surrenders for each escudo 
he receives, the more favourable will be the 
rate for him. On the other hand, if a buyer 
of sterling be operating in France, the fewer 
francs and centimes he surrenders for each 
£1, the better will be the rate as far as he 
is concerned. If he is a seller of sterling, then 
the more francs and centimes he can get, 
the more favourable will be the rate for him. 

However, whether it be a case of buyer 
or seller, where we get these so-called 
“ double-barrelled ’’’ rates quoted in the 
market, in actual practice it is probable that 
neither of the parties to a transaction will 
get exactly the ruling market rates. The 
real or trading quotation lies somewhere 
between the two rates. Apart from what 
we might term these “ scheduled”’ rates, 
which, as a rule, represent those quoted for 
comparatively small amounts of foreign 
currency, there are undoubtedly other rates 
in existence. These are called “ actual” or 


‘‘ wholesale ’’ rates, and they rule between 
bankers and brokers in large exchange 
transactions. Both “ retail’’ and ‘‘ whole- 


sale’’ rates are in practical operations a 
matter for individual negotiation or bar- 
gaining, and on a busy day the rates at 
which operations are done will often reveal 
considerable fluctuations and divergence 
from those that appear in the Press. 

In a way, the method of quoting exchange 
on the London market is very unscientific. 
A little thought will reveal that there are 
two methods of quoting—fixed exchange and 
movable exchange. Fixed exchange is seen 
where the rate is quoted in home currency 
per foreign unit. Examples of this are seen 
in such rates as those with Lisbon, Buenos 
Aires, and the other centres with which the 
rates are quoted in shillings and pence per 
foreign unit. When exchange is quoted in 
this way, the higher the quotation, the higher 
the cost of the foreign unit; for instance, 
24d. per Portuguese escudo would represent 
a higher cost to the buyer of escudos than 
23d.; 473d. per Argentine dollar would be 
a higher rate for him than 474d. The value 
of the escudo and the dollar fluctuates in 
pence, the home currency. 

Movable exchange is seen where the rates 
are quoted in foreign currency per home 
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in London is in francs per pound sterling, 
the fluctuation is expressed in the foreign 
currency, and the less sterling one gives for 
the foreign unit the more profitable will be 
the operation when buying. When selling, 
the fewer foreign units one parts with for 
each pound sterling, the better will be 
the rate. 

The Rules to keep in mind, then, for fixed 
and movable exchange are: For Fixed 
exchange, buy low, sell high, the lower the 
rate, the more foreign money received. The 
better the bill the higher the rate. For 
movable exchange, buy high, sell low, the 
higher the rate, the more foreign money 
received per £1. The better the bill, the 
lower the rate. 

Then there is the method of quoting rates 
used by the exchange brokers to note. 
Brokers, again, make use of the so-called 
‘** double-barrelled ’’ quotations. For ex- 
ample, suppose a broker quotes Paris as 
123'40-50—this means that he can sell 
francs at 123-40, but if buying from another 
dealer he will want 123.50 for each f1. If 
it is a shillings and pence rate, say, Shanghai 
—2s. 6}d.-3d., quoted by a broker, the 
meaning of the quotation is that he will sell 
taels at 2s. 64d. each, but will buy only at 
a fraction less, viz., 2s. 6}d. 

Most of the rates of exchange now quoted 
in the exchange lists in London are for 
telegraphic transfers, while a few, like those 
on the South American centres, are for 
go days’ sight bills, but in practice, business 
is possible at all ordinary usances; thus 
exchange dealers or banks will quote for 
T.T.’s, demand or sight bills, cheques, 
60 days’ sight, and go days’ sight. The daily 
financial papers also regularly give lists of 
forward exchange rates, of which the follow- 
ing is an example— 


FoRWARD EXCHANGE RATES 


Place 1 month 2 months 3 months 
Amsterdam? $c.2—-4e.! tc.*—par tc.*—par 
Berlin? 2-3pf. 4-5pt. 6-7pf 
Brussels? oI—par .024-.01} 034-.024 
Madrid? 64-5 $c 12-10¢ 16-154c 
Milan? ; 03-.061 .08—. 101 I2—.151 
New York? . qs—#xC- 44-75C ac. 
Paris? o7—.05f .12—.11f 17-.15f 
Zurich? 2-IC. 3-2¢ 4-3¢. 


Now that the foreign exchanges are so 
carefully watched, every effort is made by 


1 Over “ spot.” 
2 Under “‘ spot.” 
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New YorK QuoTATIONS 
Rates of Exchange. Par Feb. 10, Jan. 25, Feb, 1, | Feb. 8, 
New York on— Level 1927 1928 1928 1928 

London— ; 

60 days 4.8013 4.83% 4.8355 4.83 

Cable Dollars for £1 4.8666 1 4.85335 4.8742 4.8735 4.87} 

Cheques 4.8475 4.874 4.874 4.8787 
Paris cheques. | Cents for 1 franc 19.30 3.925 3.925 3.92% 3.0262 
Brussels 6 c oH 1 belga 13.90 13.90 13.925 13.92 13.92 
Switzerland __,, ‘ 55 1 franc 19.30 19.23 19.25} 19.23 19.225 
Italy 5 : 5 1 lire 19 4.33 5.294 5.295 5.2875 
Berlin - ¢ 5 1 mark 23.81 23.69 23.82} 23.824 23.831 
Vienna i < 6 Austrian shlg.} 14.07 14.125 14.12 14.10 14.10 
Madrid Ss . 5c I peseta 19.30 16.76 16.89 iy Po 17.03 
Amsterdam ,, : Pe I guilder 40.195 39.995 40.32} 40.29 40.23 
Copenhagen ,, 26.64 26.77 26.76 26.765 
Oslo a Ae 1 kroner 26.80 25.75 26.595 26.59 26.605 
Stockholm <A 26.07 26.835 26.823 26.25 
Athens Af i 1 drachma 19.30 1.30 1.325 1.325 1.3225 
Montreal of Can, cents for $1 100 99% 3 dis. 3s dis. #5 dis. 
Yokohama op Cents for 1 yen 49.85 48.73 46.90 46.85 46.80 
Hong-Kong ,, “e Hong-Kong $ —_ 50.50 50.375 50 49.875 
Shanghai a 39 1 Shng. tael _ 63.50 63.375 63.25 63 
Calcutta A for 1 rupee —_ 36.32 36.65 30.60 36.50 
Buenos Aires ,, Gold pesos for £100 103.65 105.70 103.15 103.15 103.15 
Rio de Janeiro ,, Cents for 1 milreis 32.42 11.85 12.00 12.00 I2.00 
Valparaiso Pe S I peso 12.166 12.10 12.25 12.25 £2.25 


We give below 


CENTRAL AND SOUTH AMERICAN EXCHANGES 


South America as supplied by the Anglo-South American Bank, Ltd.— 


a table showing the latest exchange rates of the chief monetary centres of Central and 


: 3 Dec...) 3s Dee, 30 Dec., 29 Dec., 26 jan., 2 Feb., 
Rates on London | Parity | 1924 1925 1926. | 1927. | soe | “1928 
Buenos Aires (T.T.) 47°58d 4674d. 464d. 4743d. 4733d. 4742. 47330. 
Lima (90-day Bills) Par. 14% prem.|22¢% prem.|34?% prem.|234% prem.| 24% prem.|234% prem. 
Mexico (T.T.) A 24°58d 24°72d. 24°1od, 2-12. 23:90d. 23°86d. 23°92d. 
(2-1-25) | (30-12-25) | (29-12-26) | (28-12-27) | (25-1-28) (1-2-28) 
Montevideo (T.T.) 51d. 504d. 51d. 508d. 51d. 50i3d. 504d. 
Rio de Janeiro (go-day 
Bills) : : ; 27d. 5ted. 734d. 532d. 6d. éd. 6d. 
Valparaiso (go-day Bills) 6d. 522d. 63nd. 6x4d. 635d. 634d. 6<5d. 
(40.00) (40.70) (39.80) (39.63) (39.36) (39-39) (39-43) 
Latest quotation 
Country Piabigds Parity a 
| Rate Date 
Bolivia (go d/s) London Pence to Boliviano 19.20 18d. 21-12-27 
La Paz 
Colombia (sight) 
Bogota London Pesos to £20 100.00 99-75 4-1-28 
s New York Ss $100 (U.S.) 102.77 101.87 “x 
Ecuador a5 
Guayaquil London Sucres to £1 24.3325? 24.35 8-11-27 
e New York 6 $x (U.S.) 5.001 5.00 ee 
Guatemala 5 
Guatemala City London Quetzales to £1 4.8665? — —_— 
; an New York Quetzal to $1 (U.S.) 1.002 1.00? — 
Nicaragua 53 
Managua London Cordobas to £1 4.8665 4.92 I-2-28 
7 New York 48 $1((U.S.) 1.00 Par. 
PEAR < re 
San Salvador London Colones to £1 5 ‘ -1-28 
ae New York es $1 (U.S.) — Ae ne 
Mae sees oe me 2 
aracas ondon Bolivares to £1 25.25 25.30 O-II-2 
- New York es $1 (U.S.) 5.18 en ‘ > i 


1 New parities of the sucre established by Law dated 4th March, 1927. 


2 The “ Ley Monetaria ” of 2nd May, 1925, established a new unit of currency, 


and to 60 pesos of the old currency. 


164 


the gold quetzal, equivalent to one U.S. dollar, 
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the London Press to keep its readers au fait 
with current quotations, and rates ruling in 
the New York market are regularly printed 
both by The Times and other leading dailies, 
as well as by the weekly papers. The list 
given on page 164, published by the Economist 
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on 11th February, 1928, isa good example of 
the quotations, and is self-explanatory. 

Rates from the more distant centres are 
also supplied by the banks, and the lists we 
give on pages 164-5 will make plain the 
method of quoting. 


OVERSEAS DOMINIONS RATES 


COMMONWEALTH OF AUSTRALIA 


AND DOMINION OF NEW ZEALAND 


London on Australia and Australia and New Zealand 
New Zealand on London 

Buying Selling Buying Selling 

: New : New : New : New 
Australia Penland Australia Tealaad Australia Zealand Australia Deland 

eee _ — 99% 99% — — 100} 100% 
Demand . 98% 98% 99% 99% 99% 99% 100% 100% 
30 days 971% 9773 = == 994 99 100 100_ 
el ere 97 974 = = 98% 984 998 992 
go ,, 9615 9614 == ass 98% 98 = 994 


SouTH AFRICAN 


EXCHANGE RATES 


The South African Banks quote the following rates— 


Union of South Africa 
From 6th February, 


Union of South Africa 


From 6th February, 


1928 1928 

London on South Africa South Africa on London 
Buying Selling Buying Selling 

oe loner — + % discount par to $% prem. }% prem. 
Demand 14 % discount é a 14°, discount tos; 4, 
30 days 133 ” a ” $ ” 16 ” 
60 ” 2% ” a ” I ” 15 ” 
go ” 3 ” 3 ” 15 ” Te ” 

120 5; 34 ” I ” Ite» 


The following table given by the Ottoman Bank shows the rates of exchange quoted 
in Constantinople, from the 4th to 31st December, 1927— 


Weekly Average Rate 


Gold 
Places Parity 
4th to 
toth 
London 110.71 940 
Paris 22.78 13.19 
New York 4.40 0.51 


Egypt 
Rumania 
italy se: : 
Switzerland . 


for December, 1927 
Quotations 


18th to 
24th 


25th to 
31st 


11th to 
17th 


Piastres per 1 f st. 
rancs r Leta: 
Dollars Tet: 
Piastres if Eg. 
Lei 1 Ltq. 
Lires Ltq. 1 
Francs 1 Ltq. 


” 
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Moscow QuoTATIONS FOR TCHERVONETZ 


According to advices received in London, the follow- 
ing are the Moscow quotations for tchervonetz— 


£1,000 sterling = 945:78-947:68 tchervontzi. 
$1,000 = 194 lot 
x tchervonetz = 10 gold roubles. fr sterling = 
9°46 gold roubles. 
(See Mint Par; GoLp Points; FORWARD 
EXCHANGE; LonGc EXCHANGE; SHORT Ex- 
CHANGE; and TEL QUEL.) 


RE-EXCHANGE. 


Re-exchange means the cost of a sight 
draft drawn at the time and place of dis- 
honour of a bill of exchange, at the then 
rate of exchange for a sum sufficient to 
realize at the place of dishonour the amount 
of the bill and expenses. 


RELATIVE PAR OF EXCHANGE. 
(See Mint Par.) 


REMIT. 


On the assumption that London is the 
centre from which the foreign exchange 
dealer is operating, To remit means to buy 
bills in London for the purpose of remitting 
them to the foreign centre. (See ARBITRAGE.) 


REUNION, Island of, Money of. 


The currency is similar to that of France, 
though issued localiy. Many of the coins 
have a hole in the middle, reminiscent of the 
Chinese cash currency. The bulk of the 
currency is nickel. 

The Banque de la Réunion is the bank of 
issue ; its note circulation on 30th June, 1927, 
amounted to 39,869,705 frs. 


REVOLVING CREDIT. 


A revolving credit is one which is re-opened 
for the amount stated when it is exhausted, 
or when one or more of the bills drawn under 
its authority have reached maturity and 
have been paid. It need hardly be said that 
all credits can be made revolving. 

The most familiar form of revolving credit 
is that which permits the exporter to draw 
bills up to, say, £1,000 outstanding at any 
one time ; the bills will be drawn at various 
intervals, probably as the goods become 
ready for shipment, or they may be drawn 
to fit in with contracts made for freight. In 
due course the £1,000 limit is reached, and 
as soon as sufficient time has elapsed for the 
first bill to be paid, or for advice of payment 
to reach home, whichever may be arranged, 


| the credit automatically re-opens until the 
actual amount outstanding again reaches 
£1,000. 

Where the credit involves the acceptance 
of bills in London by the banker, the revolv- 
ing credit may be so worked that, say, the 
limit is for £1,000; when the first acceptance 
has arrived at maturity and the banker has 
received funds to enable him to meet the 
bill, another bill may be drawn, and so on, 
ad infinitum—as long as funds come forward 
regularly to meet each acceptance, the credit 
goes on revolving. 

Another form of revolving credit is that 
under which the accredited person may 
draw, say, £1,000, at any one time in one 
draft. When that bill has matured and has 
been paid, the credit re-opens for a further 
£1,000. 

There is still another form of revolving 
credit which almost amounts to credit for 
an unlimited amount. It is called an 
“extended credit,”” and a good example of 
such an arrangement came to light in the 
case of the Chartered Bank of India, Aus- 
tralia and China v. Macfadyen & Co. The 
credit was issued by Macfadyen’s in favour 
of Knowles & Co., commission agents in 
Batavia, Java, and it was worded :— 

“We open... the following extended 
credit for £5,000 to be availed of by drafts 
on us at 3, 4, or 6 months’ sight, against 
produce bought and paid for by you, but 
not immediately ready for shipment, but to 
be shipped within two months of the passing 
of the drafts and documents in full cover of 
same, to be sent to the bank through whom 
you negotiate for dispatch to us by first mail 
after receipt. On the shipping documents 
being handed to the bank, the amount so 
covered shall again be available, provided 
that in no case shall the amount uncovered 
current at any one time exceed the sum of 
five thousand pounds sterling. The produce 
bought under this credit you must hold under 
lien to us until the documents have been 
handed to the bank for transmission to us 
. . . These are the terms on which we grant 
this credit, and we hereby undertake to 
accept on presentation and pay at maturity, 
or take up under discount all drafts drawn 
by you in conformity with the terms and 
conditions.”’ 

When the bankers themselves open these 
credits, great care is exercised to whom they 
grant the facility, and full security is always 
exacted, as it practically amounts to credit 
for an unlimited amount. (See CoNFIRMED 
BANKERS’ CREDIT.) 
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RHODESIA, Money and Exchange of. 


North and South Rhodesia are both under 
Crown administration. 

The currency is the same as that of Great 
Britain. 

Exchange is quoted by the South African 
banks at a premium or discount, according 
to the demand for and supply of exchange. 

The rates quoted for the negotiation of 
bills in November, 1927, were as follows— 


ALL aT A DISCOUNT PER {100 
Sight ordemand 30ds. 60ds. gods. 120 ds. 
1k % Tit% 24% 28% 38% 

The minimum charge for exchange on 
documentary bills and clean currency bills 
was 2s. 6d. 

For demand drafts and telegraphic trans- 
fers, the rates were: demand, ~, per cent 
discount ; telegraphic transfers, »; per cent. 


RIO DE JANEIRO, Par of Exchange with 
London. 


The par of exchange between Rio de 
Janeiro and London is 1 milreis to 16d. 


ROME, Par of Exchange with London. 


The par of exchange between Rome and 
London is 92.46 lire to £r. 


RUMANIA, Money and Exchange of. 


The monetary unit of Rumania is the leu 
of 100 bani. Nominally, the country is an 
adherent to the gold standard, and the 
Rumanian monetary system since 1868 has 
followed closely that of France. The gold 
coins prior to the Great War were the 20-lei 
piece, weighing 6-452 grammes and the ro-lei 
piece weighing 3-226 grammes, both ‘goo fine. 

The silver coins were the 5-lei piece, 
weighing 25 grammes, -go0o fine, the 2-lei 
piece of 10 grammes, the 1-leu piece of 5 
grammes, and 50-bani piece of 24 grammes, 
all -835 fine. 

Since the war both gold and silver have 
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disappeared from circulation, their place 
being taken by the 1-leu piece (100 bani) and 
the 2-lei piece (200 bani), made of an alloy 
of white metal and copper. 

The paper currency was in some disorder 
at the end of the war owing to enemy issues, 
but a unified system of paper came into use 
for the whole of Rumania on 1st August, 
1920. The National Bank of Rumania is 
the bank of issue, and its notes form the 
main part of the monetary circulation. The 
notes are in denominations of 5, 20, 100, 500, 
and 1,000 lei. 

The currency is gradually being stabilized, 
and new gold coins are now being struck at 
the present time in pieces of 20, 25, 50, and 
100 lei. These will be put into circulation in 
1928. Exchange on London is quoted in lei 
and bani to £1 and on New York in dollars 
and cents per I00 lei. 


RUMANIA, Par of Exchange with England. 
(See Mint Par.) 


RUPEE, Indian, to Exchange into Shanghai 
Taels. 


The rupee-tael rate of exchange is found 
on any given date by dividing the sterling 
equivalent of the Shanghai tael by the 
sterling equivalent of the Indian rupee and 
multiplying the result by 100. For example, 
given a Shanghai rate of exchange of 2s. 6d. 
per tael and a Bombay rate of 1s. 6d. per 
rupee, then— 


2s. 6d. X 100 


1s. 6d. = 166:66 rupees = 100 taels 


RUSSIA. 


(See UNION OF 
REPUBLICS.) 


SoviET SOCIALIST 


RUSSIA, Exchange Rates on. 
(See RATES oF EXCHANGE.) 


SAH] 


SAHARA, 
(See FRENCH WEsT AFRICA.) 


ST. HELENA, Money of. 


The currency is the same as that of Great 
Britain, and accounts are kept in pounds, 
shillings, and pence. 


ST. LUCIA, Money of. 


In the main, the currency of St. Lucia is 
similar to that of the United Kingdom, and 
British gold, silver, and copper coinage is the 
medium of circulation. American gold coin 
is also current. 

There is an issue of local Government 
notes, alongside which circulate the notes of 
the Colonial Bank (Barclays Bank, Domin- 
ion, Colonial and Overseas), and the Royal 
Bank of Canada. The bank-notes are in 
denominations of £5. Bank accounts are 
kept in dollars and cents. Government 
accounts are kept in pounds, shillings, and 
pence. 


ST. PIERRE AND MIQUELON, Money of. 


The currency in circulation is similar to 
that of France. 


SALVADOR, Money and Exchange of. 


The republic of Salvador adopted the gold 
standard on 11th September, 1919, but the 
final monetary law definitely establishing the 
standard only became effective on 16th July, 
1920. The monetary unit is the colon (or 
peso) of 100 centavos, valued at 50 cents 
U.S.A. gold, and ordained to contain 836 
milligrammes of gold, -goo fine, which makes 
the coin almost exactly 50 cents of American 
money, 50 U.S.A. gold cents being the 
eda of -835906 gramme of gold, -goo 

ne. 

The coins are— 


Gold: 40 colones 


20 or 
Io 3 


5 ” 

Silver; 50, 20, 124, 10, 6}, 5, and 34 centavos 

Nickel: 3 centavos and 1 centavo 

Copper: 3 centavos 

Gold coins of the U.S.A. and national gold 
coins are unlimited legal tender. Both Ameri- 
can gold and silver coins are legal currency 
and are exchanged at the ratio of 2 colones 
to 1 dollar. 


‘SAM 


Silver coins are legal tender only up to 
10 per cent of each payment. 

Nickel coins are legal tender only up to 
2 per cent of each payment. 

Foreign money, other than the U.S.A. gold 
and silver coin, is not legal tender in the 
republic, and commitments entered into in 
other currencies are usually settled by the 
equivalent in U.S.A. gold or colones at the 
rate of exchange on the day of settlement. 

The coinage of silver must not exceed 
more than to per cent of the total fiduciary 
circulation, and nickel not more than 5 per 
cent. The total coinage of nickel money is 
limited to one million colones. 

There are three native banks of issue. 

Exchange rates in Salvador are mainly 
influenced by the size of the coffee crop, and 
the price it fetches in the principal foreign 
countries. Coffee cultivation being the chief 
industry of the country, the shipments of 
coffee represent the source of most of the 
foreign bills. Coffee is, therefore, a dominant 
factor in the foreign exchanges. Whenever 
the coffee crop is coincident with good prices 
for the product, balances necessarily tend to 
accumulate abroad and exchange rates 
between Salvador and other countries tend 
to fall. When the country is fairly pros- 
perous, purchases of foreign goods take place 
and imports tend to increase, thus influencing 
exchange in the reverse direction. 

The parity of exchange San Salvador on 
London is 9.73 colones to £1, and San 
Salvador on New York 2 colones to $1 U.S.A. 

Salvador now being on the gold standard, 
exchange is relatively stable with gold 
standard countries, and the rate on London 
on oth January, 1928, was 9.75 colones to 
£1, and 2.00 colones to $1 U.S.A. : 


SALVADOR, Pars of Exchange with. 

The par of exchange between Salvador 
and London is 9.73 colones to £1, between 
Salvador and New York 2 colones to $1. 
SAMOA. 

(See SAMOAN IsLanps, MoNEy oF, and 
WESTERN SAMOA.) 

SAMOAN ISLANDS, Money of. 


For commercial transactions and overseas 
trade the money used is the same as that 


168 


SAN) 


of the United States of America, namely, 
dollars and cents, 


SANS COMPTE DE RETOUR. 


An expression sometimes found on bills 
of exchange, meaning “ notarial charges not 
to be incurred.’ (See Compre DE RETOUR.) 


SARAWAK, Money and Exchange of. 


The Straits Settlements dollar is the 
principal medium of exchange, and the money 
in circulation is similar to that of the Straits 
Settlements. 

Exchange with London is quoted in 
shillings and pence to $1. (See STRAITS 
SETTLEMENTS.) 


SCANDINAVIAN UNION, THE. 


The Scandinavian Union was a monetary 
convention entered into by Norway, Sweden, 
and Denmark for the regulation and better 
working of the currency and exchanges of 
the three countries. The first convention was 
signed on 27th May, 1873, and an additional 
agreement on 16th October, 1875. 

Gold was adopted as the standard of value 
and each country agreed to mint gold coins 
of equal weight and fineness. They also 
undertook to accept freely the standard gold 
pieces of each other. The monetary unit 
adopted was the gold krone weighing 044803 
gramme, but the only gold coins minted were 
the 20, 10, and 5 kroner (crown) pieces. The 
Swedish spelling of the plural of krone is 
“ kronor.” 

Apart from the common circulation in the 
three countries of the gold coins minted in 
each, Norway, Sweden, and Denmark all had 
subsidiary silver coins, which, generally 
speaking, circulated in each country. The 
idea seemed to be somewhat on the lines of 
the Latin Monetary Union, as, by a supple- 
mentary convention, signed in 1881, 5-kroner 
silver pieces, weighing 7:5 grammes, -800 
fine, were provided for, but these were not 
minted in all three countries. 

In addition, the Giro system of drawing 
bank drafts was arranged between the 
central banks of the three countries, and 
under this agreement, each could draw upon 
the others for its exchange requirements. 
At each central bank was maintained on the 
books a current account for the other banks, 
and inter-bank drawings were passed through 
these accounts as and when required. By 
this means any over-bought or over-sold 
balance could be effectually covered. Apart 
from the current account drawings, each 
bank was permitted to issue upon the others 
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cheques to the public free of commission, 
irrespective of the day-to-day balance of the 
accounts, The agreement in regard to the 
issuing of these cheques meant a complete 
monetary union with absolutely stable 
exchanges. 

The system worked well in practice, and 
gold reserves were adequately maintained 
by the three countries, since each of the 
banks was under obligation to remit gold on 
demand in cover of their drawings or 
balances of accounts in 10 and 20 gold 
kroner pieces. 

The idea underlying the agreements was 
that the trade balance of each country could 
be effectually maintained at about the same 
level, and that any lengthy adverse trade 
balance could be cancelled by the movement 
of gold until equilibrium was again restored. 

That part of the agreement relating to the 
issue of cheques was discontinued in 1905 
by the Bank of Sweden, and in 1g1o the 
Bank of Norway and the National Bank of 
Denmark began to charge a commission of 
$ to 1 per mille for the issue of cheques ; this 
rather detracted from the proper working 
of the system. 

The free movement of gold between the 
three countries, it is plain, was essential to 
the maintenance of the system, and con- 
tinued until the Great War. Then came 
restrictions on the import and export of gold 
in all three countries. A weak link in the 
chain thus became apparent, and there was 
a further strain on it by the release of the 
banks from the obligation to pay their notes 
in gold on demand. The gold coins of each 
country, however, were still freely accepted 
in the others, but any interchange of kroner 
was really suspended because gold exports 
were prohibited, hence the last strain broke 
asunder the already weakened link in the 
chain. 

The Convention remained in existence, 
however, until 1924, though actually it 
ceased to be effective long before that date. 
But on 1st January, 1924, after a general 
conference of representatives of the three 
nations, it was finally decided to repeal the 
provisions of the agreement of 1873, under 
which the coins of each of the countries had 
the right of free circulation in the others, 
and so the last vestige of the normal working 
of the Union disappeared, though actually 
none of the countries concerned has definitely 
seceded from the Union. 

Sweden alone of the three countries in the 
Scandinavian Union has been able to main- 
tain the gold value of her currency at or near 
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par with gold standard countries, and 
although she experienced some difficulties 
with her money and exchange during the 
war, Sweden returned to the full gold 
standard in April, 1924—she was the first 
country in the world to do so. Both the 
currencies of Norway and Denmark have 
suffered severe depreciation, and the sale of 
Danish and Norwegian currency in Sweden 
has doubtless occasioned loss, more or less 
severe to Sweden. Consequently, at a con- 
ference held in Oslo, early in 1924, it was 
agreed that Norway and Denmark should 
ultimately mint new subsidiary coins to be 
legal tender within their own boundaries 
only. The old coins provided for under the 
earlier agreement are to be withdrawn 
gradually and the new ones substituted, and 
this is now being done. However, some 
authorities consider that when Norway and 
Denmark stabilize their currencies, the mone- 
tary convention must automatically take 
effect as regards the standard gold coins, 
since there is a regulation apparently that 
the Bank of Sweden has the sole right to 
import gold, and that being so, it is believed 
the agreement could not be interpreted in 
such a way that the bank could refuse to 
accept the gold coins of the other Scandi- 
navian countries if tendered. (See DEnN- 
MARK ; NORWAY; SWEDEN ; and ICELAND.) 


SEIGNIORAGE. 


A charge levied by Government mints 
upon depositors of bullion for coinage. The 
term “‘ brassage ’’ is sometimes used in this 
connection. Brassage, however, relates to 
the actual cost of the coinage, while seignior- 
age implies that the charge includes a profit 
to the Mint over and above the actual cost 
of the minting. 

It has been said (cf. CoInaGE, FREE) that 
English coinage, which is gratuitous, has 
come to be regarded as equivalent to bullion 
and exchange fluctuations have been reduced. 
As a matter of fact, our gold policy was 
subjected to keen criticism at the hands of 
Adam Smith (cf. Wealth of Nations), mainly 
owing to the fact that it amounts to a bounty 
on the export of gold. The point, however, 
is purely academic and need not be pursued. 
In some circumstances, however, seigniorage, 
if carried far enough, might affect exchanges 
adversely, since the change made, if it results 
in a deduction of part of the gold tendered, 
and pari passu in the issue of debased gold 
coins, brings the currency of the issuing 
country into disrepute. Such evil effects 
as these may, however, be avoided to some 


DICTIONARY OF WORLD’S CURRENCIES AND FOREIGN EXCHANGES 


[SHO 


extent by limiting the quantity of the coins 
issued. 

The heavy seigniorage on British silver 
coins which, under the Coinage Act, 1920 
(10 Geo, 5, Ch. 3) were reduced from a 
millesimal fineness of 925 to 500, results in a 
large profit to the state. (See COINAGE, 
FREE.) 


SELANGOR. 
(See Matay STATES, FEDERATED.) 


SENEGAL. 
(See FRENCH WEST AFRICA.) 


SERB-CROAT-SLOVENE KINGDOM 
(YUGO-SLAVIA), Money and Exchange of. 


The monetary unit of Jugo-Slavia is the 
dinar of I00 paras, which is fixed as the 
equivalent of the French franc. The National 
Bank of the Slovene kingdom is the bank of 
issue, and to cover its issue of notes the state 
has pledged its domains of an estimated 
value of 2,000,000,000 dinars. The bank is 
authorized to issue notes equal to three times 
its metallic deposits. The notes issued are in 
denominations of 1, 5, Io, 20, 100, and 1,000 
dinars. 

The par rate of exchange with London is 
25°'2215 dinars to £1, and the principal 
exchange centre is Belgrade. 


SEYCHELLES AND DEPENDENCIES, 
Money and Exchange of. 


The monetary circulation consists of 
Indian rupees and rupee notes, and exchange 
is consequently quoted in shillings and pence 
to 1 rupee. (See MauRITIUs.) 


SHANGHAI DOLLARS, Quotation for. 


The exchange quotations for dollars is the 
market price for ‘‘ dollars local currency,”’ 
and includes Mexican, Dragon, and the 
various new dollars current in Shanghai. 

Drawings are for “ dollars local currency,”’ 
not for Mexican dollars. (See CHINA, MONEY 
AND EXCHANGE OF.) 


SHANGHAI, Exchange on India. 


(See Rupge, INDIAN, TO EXCHANGE INTO 
SHANGHAI TAELS.) 


SHORT EXCHANGE. 


The term “ short exchange ’’ is generally 
used in referring to the rate of exchange 
paid for cheques and bills payable on 
demand or at sight, and, by extension in 
New York and on some of the Continental 
bourses, it includes bills having up to eight 
days to run before reaching maturity. Short 
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exchange is practically the par of exchange 
plus a few slight differences, provided there 
is no great balance of indebtedness between 
any two countries, but as in practice bankers 
and exchange dealers are anxious to avoid 
the shipment of bullion and specie, when 
debts have to be discharged, there are 
fluctuations, which in normal times will not 
go very far beyond the known cost of 
transmission of gold. For example, with 
Sweden— 

At 18-23 kr. to £1 it would pay to ship gold from 

Stockbolm to London 

there is par. 


it would pay to ship gold from 
London to Stockholm 


» rez6kr. ,; 
wreo7 kr. 4, 


and the usual range within which in ordinary 
times the sight or short exchange with 
Stockholm should move, lies within these 
limits. Should for a day or two the exchange 
go beyond this range, say, by 2 or 3 Gre, it 
would tend to cause heavier shipments of 
gold and the rate go back to normal the 
sooner. In the case of crises, great political 
events, or of stoppage of gold supplies, the 
short rate, of course, may recede much more, 
but 18-05 kr. and 18-21 kr., 4 per cent either 
way, Or I per cent on the whole, would 
generally cover all contingencies. 

Bankers, exchange dealers, and others do 
not see eye to eye with each other as to 
whether or not the short rate or the cable 
rate is the basis for other exchange calcula- 
tions, so as a matter of interest we give 
excerpts from one or two authorities on the 
matter. One of the American banks in its 
‘Foreign Trade Bulletin,” writes: “It is 
interesting to note that the cable rate of 
exchange is the real rate indicating what the 
United States dollar is actually worth day by 
day in terms of each foreign currency.” 

Whitaker in his Foreign Exchange holds 
that the sight rate depends in the end upon 
the “‘ totality ”’ of the supply of and demand 
for all classes of foreign exchange as deter- 
mined primarily by international commercial] 
and financial traffic; and, secondly, by 
exchange investment, borrowing, speculation 
and arbitrage, and the export and import of 
specie. He disposes of the argument about 
calculating the buying rate for bills on the 
cable rate in these words— 

‘The thought that the cable rate is the 
‘real’ exchange rate, unadulterated by dis- 
count or interest, so to speak, is an attractive 
idea to both the theorist and the banker. 
But, be this as it may, the various long rates 
(and also rates for merchants’ sight bills, 
which are sometimes drawn) are tied to the 
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rate for bankers’ sight drafts in a way in 
which they cannot be connected with the 
cable rate. The spread between a long rate 
and the sight rate can be calculated at the 
time of the purchase of the long exchange, 
from factors which are then all fore-known. 
Neither speculation nor investment enters 
in. But the purchase of any kind of bill 
cannot be counterbalanced by a sale of 
cables without both a speculation and an 
investment of funds being involved. And 
so a banker cannot base his buying rate for 
long bills upon the cable rate without putting 
into the spread one speculative element, or 
one factor that is guesswork. The point 
remains even if under very quiet conditions 
the degree of speculation may be slight. 

“The rates for exchange which takes the 
form of written instruments that have to be 
transmitted by mail to the place where they 
are payable, happen then to be more inti- 
mately connected with each other than with 
the rate for telegraphic transfers. The sight 
rate is basic among this larger group. The 
sight rate and the cable rate are related, but 
the spread between them contains an 
ineradicable speculative element. Whether 
the cable rate is in some theoretical sense the 
basic one as between these two, is a question 
that it is practically idle to discuss. In point 
of fact the sight rate is not determined by a 
calculation from the cable rate, but is forged 
out in the open market between the hammer 
and anvil of bid and offer. Under ordinary 
conditions at least, the market would no 
more think of calculating sight rates from 
cable rates than the tail would think of 
wagging the dog.” (Cf. Whitaker, Foreign 
Exchange, pp. 273-4, New York, Appleton 
& Co.) 

Then Cross, in his Domestic and Foreign 
Exchange, gives an able summary of the 
working of the rate. As he points out, in 
actual practice the sight rate is the starting 
point in all exchange calculations, whether 
they concern the purchase of short or long 
bills, or the exchange rate at which gold may 
be profitably imported or exported. 

‘‘ A bank,” he adds, “ at any particular 
moment may be selling cables on London 
at 4°8715, sight drafts at 4:8675, 60 day 
drafts at 4:8305, and go day drafts at 4°815. 
In quoting the cable rate, the cost of the 
message itself is not included. Cables com- 
mand a higher rate because they call for 
immediate payment. It takes but a few 
hours from the time a cable is sent until the 
sum it represents is deducted from the 
foreign account of the selling bank. From 
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cable allows no opportunity to earn interest | 


on the transaction. If he sells a sight draft 
he has the use at home of the money which 
he receives for it and for the length of time 
that it takes the draft to reach London and 
be paid. In the meantime he also receives 
interest on an equal amount of money in his 
foreign account. Because he gains no interest 
on the sale of cables, he charges a higher 
rate therefor than for other kinds of exchange. 
From the standpoint of the purchaser it can 
be said that the cable enables him to wait 
until the last moment before making pay- 
ment abroad, and so makes it possible for 
him to retain the use of his money for that 
length of time. The purchaser is willing 
therefore to pay more for a cable than for 
other kinds of exchange. If money rates are 
high, the purchaser in buying a sight draft 
will lose more interest than when money 
rates are low, and vice versa. If he buys a 
cable when local money rates are high, he 
gains more interest on his money than when 
money rates are low. Money rates thus exert 
an influence upon the spread or difference 
between the rates paid or charged for 
demand bills on the one hand and those paid 
or charged for cables and long bills on the 
other. 

‘““ The rates charged by a bank for 60 and 
go day bills, as well as the rates at which a 
bank will purchase such bills, are less than 
the rates charged or paid for sight drafts 
because the bank gains interest on the funds 
in the case of long bills sold, and loses it in 
the case of long bills purchased.”’ (Cf. Ira B. 
Cross, Domestic and Foreign Exchange, pp. 
348-9, New York, The MacMillan Co.) 

We have referred at length to these 
differences of opinion because it is desirable 
that readers should be in a position to view 
the question from all standpoints. However, 
’ the author is of opinion, and it is an opinion 
that is fortified by experience in long years 
of practical working in an exchange bank, 
that there is ground for the assertion that 
the demand, sight, or short rate has a connec- 
tion with the rate for cable transfers. The 
rate for cable (or telegraphic) transfers 
depends, to a large extent, on the cost toa 
banker of laying down funds in a country 
upon which he desires to sell telegraphic 
transfers, though this rate, again, may be 
to some extent affected by the opposing 
elements of supply and demand—competi- 
tion, in a word, enters into the question. 
But having a fixed rate for his telegraphic 
transfers, in practice the tendency will be 
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for him to base his rates for demand bills on 
his telegraphic transfer rate. It is admitted, 
nevertheless, that in practice, demand and 
supply, market conditions, and competition 
will also affect his rate of exchange for 
demand bills, that is, the short rate. Added 
to all this, the gold question also affects the 
rate, as we have shown. 

For a discussion on short exchange the 
reader is also referred to Foreign Exchange 
and Foreign Bills, A Primer of Foreign 
Exchange, and Tate’s Cambist, by W. F. 
Spalding. (See LonG EXCHANGE ; SPREAD ; 
ARBITRAGE ; and FORWARD EXCHANGE.) 


SHORT ON EXCHANGE. 


To go short on exchange means to sell 
exchange in the hope of being able to buy it 
at a future period at a lower rate. For 
example, a banker might sell a demand bill 
for £10,000 drawn on his correspondent in 
New York at $4:844 on 1st December. At 
the same date the cable transfer rate on New 
York is $4:85. Now from his private advices 
the banker is probably forewarned that the 
exchange on New York will weaken, so he 
decides to take a chance and not cover the 
operation for a few days. Actually he has 
about seven or eight days in which to arrange 
cover, allowing for the demand draft he has 
sold to be posted and to reach New York. 
Suppose his assumption is correct, and that 
by 5th December the cable transfer rate has 
dropped to $4:84}, he can cover his sale of 
demand exchange by buying cable transfers 
at that rate, and he not only makes a profit 
of -0025 cents on the exchange, but also 
gains interest on the “use of the {10,000 
which had been in his hands since rst 
December. 

As Professor A. C. Whitaker says (Foreign 
Exchange, pp. 385-6), dealers in bills go 
short of exchange in the true technical sense 
in that they place themselves under the 
positive necessity of procuring exchange at 
some subsequent date, hoping to do so 
cheaply and at a profit, but are open to 
unavoidable losses in case the course of 
exchange should go against them. Or again, 
suppose the exchange dealer has sold short 
and waits until the day of maturity of the 
contract (though he might conclude to pur- 
chase cover at an earlier date), his profit or 
loss will depend on the relation of the market 
rate of that day to the rate at which he sold 
for future delivery. Thus, if he had sold at 
$4°86 and buys in cover at $4:84 on the due 
date of the sales contract, his profit is 
evidently 2 cents per £1, or $200 on a £10,000 
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contract. It is obvious that he is interested 
in seeing a low price on that day in the 
future when he is to cover. (Cf. Whitaker, 
Foreign Exchange, p. 390.) (See LONG ON 
EXCHANGE; HEDGING; and FoRWARD 
EXCHANGE.) 


SHROFF. 


The term “ shroff’’ in Eastern banking 
and exchange is used to designate both the 
native engaged in a certain class of business, 
and the action he performs. Thus in India, 
China, and the Far East a native who counts 
out a number of silver pieces, or even sorts 
them, is said to shroff the coins. The one 
engaged in “‘shroffing”’ gold or silver is 
called a shroff. The term is also applied to 
a type of native banker common to the 
inland trade of India. 

These native financiers are a curious set 
of fellows, and while their business in some 
respects may be likened to that of the 
compradors, peculiar to China, it may 
possibly be more correct to regard them as 
the Oriental counterpart of the London 
discount brokers. It has been customary, 
even among native writers, to include under 
the name ‘‘shroff’’ a whole host of private 
bankers and money-lenders, such as the 
nalta-kottai, chetties, banyas, seths, maha- 
jans, marwaries, and multanis. But there 
are shroffs and shroffs. The shroff, as he is 
known to the Eastern exchange world, is not 
a usurer in the common acceptance of the 
term, although naturally he expects a fair 
commission for his services as an inter- 
mediary between the banks and native 
traders. All the banks and financial institu- 
tions in India make use of his services, 
directly or indirectly. 

Broadly speaking, it is the shroffs who 
finance the internal trade of India, partly 
with their own money, partly with funds 
raised by discounting bills with the banks. 
The shroff does not deal directly with the 
native trader, impecunious or otherwise ; 
he is far too important a personage for that, 
and in at least the early stages he requires 
business to be introduced to him through 
yet another middleman, the ‘“ Hundi” 
broker. Internal trading and finance in 
India, consequently, passes through several 
stages before the banks have anything to do 
with it, and the part played both by the 
shroff and the hundi broker is well described 
in the following summary taken from an 
Indian publication. 


1 Indian Year Book. 
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An Indian bazaar shopkeeper of limited 
| means finds that, after using all his own 
money, he still requires, say, 10,000 rs. to 
stock his shop suitably. He thereupon 
approaches the shroff, and the latter, after 
making very careful inquiries as to the shop- 
keeper’s position, grants the accommodation 
if he is satisfied that the business is tolerably 
safe, and if a hundi broker can be found to 
act as the intermediary. The operation, as 
a rule, is arranged through a hundi broker 
and, in the case referred to, the latter may 
probably approach ten shroffs and secure 
accommodation from each of them to the 
extent of 1,000 rs. A ‘“‘hundi” (bill of 
exchange), usually drawn at a currency of 
about two months, is invariably taken by 
the shroffs in respect of these advances. 
There comes a time, however, when the 
demands on the shroffs are greater than they 
are able to meet out of their own money, 
and it is at this point that they are obliged 
to have recourse to the banks for assistance. 
The shroffs then take some of the bills they 
hold to the banks, who discount them on the 
endorsement of the shroffs. The extent to 
which the banks take these bills is deter- 
mined in each case by the standing of the 
shroff and the strength of the drawers. The 
limit up to which any one shroff may grant 
accommodation in the bazaar is, therefore, 
dependent on two factors, viz., the limit 
which he” himself may think it advisable to 
place on his transactions with the hundi 
brokers, and the extent to which the banks 
are prepared to discount paper bearing his 
endorsement. 

In the very nature of things, it will be 
clear that the banks in India are unable to 
get into very close touch with the greater 
part of the native trading community ; but 
as shroffs keep themselves well informed of 
the position of the traders to whom they 
grant accommodation, it is found in practice 
that the class of business above referred to 
is one of the safest in which the banks 
can engage. 

The rates charged by the shroffs are usually 
based on the rates at which they, in turn, 
get the banks to discount the bills, and these 
rates vary, necessarily, according to the 
standing of the borrower, and the season of 
the year. Two annas per cent per month 
above the banks’ rate of discount, say, 14 per 
cent, is considered a fair average rate to be 
charged to a first-class borrower in Bombay. 
Rates in Calcutta and Madras are on a 
slightly higher scale, due in a great measure 
to the fact that the competition among the 
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shroffs for business is not so keen in those | SIAM, Money and Exchange of. 


places as it is in Bombay. 

The discounting of hundis is not the only 
business undertaken by the shroffs, for they 
are known to make loans to cultivators and 
to advance against gold and silver bullion. 
Curiously enough, too, they also buy and sell 
the traders’ hundis from and to each other, 
and it is these latter operations that are said 
to govern the rates in the native bazaars. 

Apart from the inland trade of India, 
hundis are in constant use in the import and 
export business. As an example, we may 
take the import trade. When imports are 
received and the importer can get the docu- 
ments of title to the goods only against 
payment of a bill, bankers not infrequently 
allow well-known native drawees to obtain 
possession of the goods in exchange for 
hundis. In the export trade, too, sometimes 
the native exporters may raise money from 
their banks on the security of a hundi 
pending the shipment, or preparation for 
shipment of their goods. 

As in England, where we occasionally get 
accommodation bills, house paper, and the 
like, drawn without any real trade transac- 
tion behind them, so in India one meets 
with hundis that are not infrequently used 
for accommodation purposes, and for the 
remittance of funds from one province to 
another, rather than strictly for trade pur- 
poses. The native banks have, in conse- 
quence, to keep a watchful eye on this class 
of paper. 

The hundi system seems also to have 
developed in Iraq (Mesopotamia), though 
under a different name. The bills there are 
called ‘‘ campialas,’’ and are drawn at a 
usance of from one to three months. The 
merchants there are rather apt to over- 
trade, and they seek long credit from each 
other; but the banks themselves refuse as 
a rule to discount any bill drawn for a period 
longer than two months. However, in Iraq, 
shroffs, brokers, and other intermediaries are 
not much in evidence. The banks discount 
paper direct for the merchants. The amount 
of bills they will take is dependent upon the 
known financial standing of the parties to the 
transaction. If the names are not liked, or 
if the parties are at all weak, collateral 
security is called for and held against due 
payment of the campialas. 

We have said that hundis in India are 
generally two months’ bills; it remains to 
be added that there are also ‘‘ Darshni 
hundis,”’ i.e. sight drafts. (See BAaNniaAN; 
CoMPRADOR ; HunprI; and Marwar!.) 


Prior to November, 1902, the currency of 
Siam had been on purely a silver basis, with 
the tical as the monetary unit. We need 
not go into the currency history prior to that 
date. It will suffice to say that troubles 
arising out of the continued depreciation of 
silver, and the effect of the variations in the 
price of the metal on the exchange value of 
the tical, caused the Government to under- 
take currency reform. Accordingly, in 1902, 
it was decided to close the Mint to the free 
coinage of silver and to adopt the gold 
standard. Needless to say, many difficulties 
were encountered. First, the Government 
fixed a ratio of 17 ticals to £1 as the rate 
at which the Siamese Minister in London 
would be prepared to issue demand drafts 
on Bangkok against pounds sterling in 
London. But, quickly, modifications had to 
be made, and after many alterations, during 
the six years to 1908, the Government 
finally fixed its official selling rate at 13 ticals 
to the £1, an exchange value of approxi- 
mately 1s. 64d. The gold value was 55:8 
centigrammes of pure gold to the tical. 

The present monetary system of Siam was 
really established by the law of 27th 
November, 1908, termed the ‘‘ Gold Standard 
Act.”” This particular Act provided for the 
gold “‘ dos,”’ weighing 6-20 grammes, -goo fine, 
but the gold dos has never been coined, for 
by notification appended to the Act, it was 
decreed that the operation of Sections 11 
and 12 of the Gold Standard Act, which 
provided for the exchange by the Mint of 
gold coin for bullion, should be suspended, 
and that the Government would continue, 
as previously, to issue ticals in Bangkok 
against gold received abroad, at the rate of 
13 ticals to the £1, i.e. 1s. 64d. to the tical. 
The effect of this notification was to place 
Siam to all intents and purposes on the gold 
exchange standard. 

The dos was to be a gold 10-tical piece, 
but as we have stated the Government did 
not issue it, but instead decreed that the 
1-tical silver piece should be legal tender to 
any amount, and at the same time gave it a 
gold value of 55-8 centigrammes of pure gold. 
Further, in order to assist in the maintenance 
of exchange at the fixed rate of 1s. 64d., the 
Ministry of Finance was prohibited from 
issuing this 1-tical piece in exchange for gold 
whenever the gold value of its silver content 
was higher in Bangkok than the cost of 
55°8 centigrammes of pure gold. 

Silver again, however, proved to be the 
rock on which the currency of the country 
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split. In 1919, owing to the unprecedented 
appreciation in the price of silver from causes 
arising out of the Great European War, the 
silver tical practically disappeared from 
circulation. An amendment to the Gold 
Standard Act was issued, and the currency 
note issue which the Government first made 
in 1902 was declared temporarily incon- 
vertible. The fineness of the silver sub- 
sidiary coins, the salung and 2-salung pieces, 
had to be reduced from -800 to -650, and the 
2-salung piece was temporarily made legal 
tender for any amount. It also became 
expedient to raise the gold exchange value 
of the tical to protect the silver coinage in 
circulation, and the tical was given a gold 
value of 61 centigrammes pure gold, equiva- 
lent to 1s. 8d. per tical or 12 ticals to £1, 
while the 2-salung piece (4 tical) was made 
equivalent to 30-5 centigrammes pure gold. 
The gold export and import points were 
fixed at 1 per cent above and below the mint 
par, that is, 12-12 and 11-88 ticals to {1 
respectively. But silver continued to appre- 
ciate, so on 4th October, 1919, the exchange 
rate again had to be raised to Is. tod. 
Even then finality was not reached, for on 
14th November, rg1g9, the rate had once 
more to be raised to 2s. ofd., and on 26th 
November, 1919, to 2s. 2}d. to keep pace 
with the ever-increasing price of silver. Both 
these equivalents were the Treasury’s tele- 
graphic transfer rates for purchases of gold 
abroad. But Siam’s currency troubles were 
not over, for in December, 1921, a notification 
had to be gazetted announcing that until 
further notice the Treasury would issue legal 
currency in Bangkok against gold paid to 
the Ministry of Finance abroad at the rate 
of 9:50 ticals to the {1. As a matter of fact, 
since November, 1919, the rate had been 
only a theoretical one of 9-14 to the £1. 

In January, 1920, too, the fineness of the 
subsidiary coins was reduced a second time 
from -650 to *500, but later in August, 1920, 
it became possible to restore the fineness 
to -650. 

Finally, on 3rd January, 1923, the rate of 
exchange was altered to 10-80 ticals to £1 
for the issue of currency (approximately 
1s. 10}d. per tical) and to 11-20 ticals to f1 
(approximately 1s. 97d.) for the sale of 
sterling. In March, 1927, the British Depart- 
ment for Overseas Trade reported the receipt 
of a notification from Bangkok to the effect 
that the Siamese Government had decided 
to confirm the exchange value of the tical 
at 11 to {1. Legislation will, it is under- 
stood, be undertaken with the object of 
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linking the tical to gold at 1 tical = 0:66567 
gramme fine gold. 
The tical is divided into 100 satangs, the 
satang itself being a bronze coin. 
The silver coins are the salung of 25 
satangs, and the two salungs of 50 satangs. 
The silver tical is legal tender up to any 
amount, as is also the 2-salung piece. 
2 salungs = } tical 
I ” =+t ” 
The nickel pieces are: 10 satangs = 4 tical 


5 ” = 0. ” 


» bronze Pr 1satang = ;45 


Under the Act of 1908 the subsidiary silver 
coins are made legal tender to the value of 
5 ticals, but nickel and bronze coins are legal 
tender for only 1 tical. 

The currency at present is mainly in the 
form of the Government’s notes in denomina- 
tions of I, 5, 10, 20, 50, 100, and 1,000 ticals. 

Exchange on London is quoted in shillings 
and pence to 1 tical, on the Straits Settle- 
ments (Singapore) in Straits dollars per 100 
ticals, on Hong-Kong in Hong-Kong dollars 
per 100 ticals, and on India in rupees per 
100 ticals. 

(See Eastern Exchange, Currency, and 
Finance (W. F. Spalding), Statistical Year- 
book of the Kingdom of Siam, and The Direc- 
tory of Bangkok.) 


SIERRA LEONE, Money and Exchange of. 


The currency is under the control of the 
West African Currency Board, and is com- 
prised of the silver 2s. piece, 1s., 6d., and 3d. 
These coins were introduced in 1913. There 
are, however, a fair number of British coins 
in circulation, and these are everywhere 
accepted. British currency notes also circu- 
late alongside of a local issue of Nigerian 
notes. 

In 1920 a special West African alloy 
coinage was put into circulation. (See 
NIGERIA.) 


SILVER. 
(See InpIA, SILVER, DuTy on.) 


SILVER, London Market in. 

The London silver market still exercises 
a powerful influence over the world’s price 
for the output of the silver mines of Mexico 
and America, though of recent years in the 
amount it handles it has to some extent lost 
pride of place to New York and San Fran- 
cisco, It is not too much to say that until a 
few years after the war, London was the 
only market for the world’s surplus produc- 
tion of the metal; but since 1922 New York 
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has become an increasingly important factor 
in the marketing of silver and, although the 
U.S.A. is perhaps not yet strong enough to 
threaten the supremacy of London as the 
principal factor influencing silver prices, yet 
it has to be admitted that New York is 
taking an increasing share in the disposal of 
bar silver to India, China, and the Far East. 

Silver, according to the British standard, 
is ;‘ths fine, or, as it is expressed on the 
market, :925 fine, which means that in every 
1,000 oz. of silver there should be 925 oz. of 
the pure metal and 75 0z. of alloy. Silver 
on the London market is weighed down to 
‘25 of an ounce, and -996 is good delivery. 

As with gold, we sometimes meet the old 
terms ‘‘ betterness ’’ and ‘‘ worseness,’’ so a 
word or two of explanation is necessary. It 
may be simply expressed. If 24 carats of 
10 dwt. equal pure silver, then 240 dwt. less 
18 dwt. equals 222 dwt., which is the equiva- 
lent of what is known as standard silver, that 
is, silver -925 fine. The ‘‘ betterness,’’ with 
which those dealing in silver in the old days 
were familiar, was 17%, so, taking standard 
silver as 222 dwt., then— 

222 + 17:5 == 239°5, for which we get the equation— 

QhO 1 23075 32 
or, in other words, 17} betterness in silver 
means 997°9 fine. Except in the jewellery 
trade, this method of working is now out of 
date; we refer to it merely as a matter of 
academic interest. 

Now, to save misapprehension, it should 
be remembered that the standard for British 
silver coinage is not now the same as for 
that which governs dealings in the silver 
bullion market. British silver coins are now 
only one-half fine silver and one-half alloy, 
or, millesimal fineness +500. They were 
debased from . ths fine silver, ths alloy, 
or millesimal fineness -925 to -500 millesimal 
fineness on 31st March, 1920. Transactions 
in silver bullion on the London market, 
however, still take place on the basis of 
‘925 fine. 

Silver dealings in London are all on the 
basis of the standard ounce, and the price 
is quoted at so many pence and fractions of 
a penny per standard ounce, not in shillings 
and pence per fine ounce, as is the custom 
to quote the price for gold bullion. 

The price per standard ounce of silver is 
fixed in London each day. “ Fixing,” so 
called, is really under the control of four 
reputable firms of London bullion brokers: 
Messrs. Pixley & Abell, Mocatta & Goldsmid, 
Samuel Montagu & Co., and Sharps & 


Iooo : x and x = 997°9 
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Wilkins. In order to fix the quotation for 
silver, these four firms meet daily at 1.45 
p.m., except on Saturday, when their meeting 
takes place at 11.30 a.m. At the daily 
meeting these brokers compare the amount 
of silver which each has to buy or to sell, 
and they then fix a price at which operations 
are to be put through. This price is then 
given out to the Press and other people 
interested as the quotation for the day. 
Immediately it is known, the Eastern banks 
and others become active. They telegraph 
the price of silver to their respective branches 
and clients all over the world, and with the 
East (Hong-Kong and Shanghai) it is this 
price of silver which is the basic factor on 
which rates of exchange are fixed. For 
example, if the price of silver rise, then the 
quotation for the Hong-Kong dollar and the 
Shanghai tael will rise, too; if the quotation 
for silver fall, then the quotation for each of 
these monetary units will fall, too. How- 
ever, it is not the object of this article to 
discuss the silver exchanges, so let us return 
to the silver market. If there are more 
sellers than buyers of the metal in London, 
then the quotation is marked down; if 
buyers predominate, the price is put up. If 
demand and supply are about equal, the 
quotation is given out as ‘“‘ unchanged ”’ 
from that of the previous day. 

There are two prices for silver bullion 
given out each day ; the one for cash, called 
the ‘‘ ready ”’ or “ spot” price, and the other 
for ‘‘ forward ”’ silver. The spot price is for 
silver, cash against delivery within one week, 
or earlier, if the seller elects to deliver it. 
Special arrangements can, of course be made 
for later delivery, if desired. But if a broker 
is asked to carry silver, the buyer neces- 
sarily will be expected to pay interest, at 
about the ruling market rate for day-to-day 
money. The “ forward” quotation is for 
silver deliverable in two months from date 
of purchase. There are no days of grace or 
anything of that sort for ‘‘ forward ’’ silver 
purchases. The seller is bound to deliver, 
and the buyer to pay for the metal exactly 
two months from date of contract. If for 
any reason the buyer does not desire to take 
up the silver under a ‘‘ forward ”’ contract, 
he must give the broker notice in good time 
before the due date to sell it, and the 
difference, if any, is then settled on the 
maturity of the first contract. If the price 
has fallen, the buyer would have a certain 
amount to pay the broker for the difference ; 
if the price has risen, it is the broker who has 
to pay a difference. 
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The brokerage charged for purchasing 
silver is per cent. No brokerage is charged 
for selling silver on the London market. 

On the silver market, as on all other 
markets, there are operations by ‘‘ bears”’ 
and “ bulls.’”” An operator who “ bears ”’ the 
market, sells silver forward with the idea 
that lower prices will rule by the time he 
has to meet his contract. If he be correct 
in his surmise, just prior to the maturity 
date of contract he can give an order to 
buy, and thus the broker has to pay him the 
difference between the two prices. If silver 
in the meantime has risen, he has either to 
deliver the silver, or he must buy at the 
higher price, and be prepared to pay the 
broker the difference. A ‘‘ bull’’ operates 
in the reverse way. He buys silver forward 
in the hope of being able to cover during the 
two months the contract has to run at a 
profit. If, as the result of his bull operation 
silver rises during the term of the contract, 
he sells at the higher price and receives the 
difference. In ‘‘ bulling’’ and “ bearing ’”’ 
the market, however, things do not always 
turn out as expected, and an anticipated 
profit is not infrequently turned into a 
smart loss.’ 

In this connection, there is a practice in 
the silver market which is sometimes wit- 
nessed in connection with covering opera- 
tions on account of the silver standard 
countries of the East. Silver is sold ready 
and bought forward, or vice versa. This is 
termed a “ budla”’ or “‘ budlee ’’ operation, 
and the term is sometimes used in London. 
Differences, the one way or the other, have 
to be paid, but it is a speculative operation 
at best. This business has been termed a 
“ put and take ”’ deal, though it is not quite 
the same thing. As it happens, sometimes 
there is a kind of option business carried 
on in silver bullion by the speculators; it 
is known as “ calling ’’ and “ putting,”’ the 
charge for which is about 2 per cent on the 
value of the silver for which the option is 
taken, and in addition, the buyer is charged 
the usual } per cent brokerage on the option. 
It is not a business which is encouraged, and 
operators of repute steadfastly set their face 
against such deals. 

There remained to be explained the terms 
“premium ” and ‘‘ discount.’’ These expres- 
sions are frequently seen in reports on the 
bullion market in the daily newspapers. To 
say that “ silver is at a premium,” or “ silver 
is at a discount,’ is to make use of one of 
those indefinite expressions which are so 
puzzling to the person outside market circles. 
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The expression should be “‘ there is a pre- 
mium (or discount) on spot silver (or forward 
silver).”” It arises in this way: if the price 
of silver for cash be, say, at 26d. per standard 
ounce, and that for forward silver 26}d. per 
standard ounce, then “‘spot”’ silver would 
be at a discount, while forward silver would 
be at a premium. If, on the other hand, 
forward silver is at 26d. and spot silver 26}d., 
then spot silver would be at a premium as 
compared with the forward price. 


SILVER, Mexican Production of. 


Mexico produces about 40 per cent of the 
world’s silver, 

Fifty-five per cent of the silver produced 
in Mexico emanates from “ straight ’’ silver 
mines, i.e. mines in which silver alone is 
produced. With a low price of silver it does 
not pay to produce silver from “ straight ”’ 
mines. 


SILVER, Price of, in the United States of 
America. 


The price of silver in America is really the 
equivalent of the London official quotation ; 
this price per ounce in London is expressed 
in pence per standard ounce. In America it 
is expressed in gold cents per fine ounce, less 
transatlantic charges and about } per cent 
extra, and is known as the “ ticker price,” 
which is arrived at by the American Smelting 
and Refining Company, and a few others in 
New York. It is the price which is tele- 
graphed all over the United States, Mexico, 
and Canada, especially to the mining dis- 
tricts as the “ ticker price,’’ or the price at 
which the Smelting and Refining Company 
will pay for pure silver ore that may be 
deposited with them to be refined, subject, 
of course, to charges for smelting and refining. 
These charges rise to as high a level as 5 per 
cent, according to the quality of the ore. 

There is another quotation in the United 
States, called the ‘‘ market” price. This 
depends upon supply and demand, and is 
expressed in premium over or discount under 
the “ ticker price.” 

Some mines sell their silver in the open 
market rather than to the Refining Company. 


SIMPLE ARBITRAGE. 
(See ARBITRAGE.) 


SINGAPORE. 
(See STRAITS SETTLEMENTS.) 


SOMALILAND, FRENCH. 
(See FRENCH SOMALILAND.) 
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SOMALILAND, ITALIAN, Money. 


The currency of the Italian Somaliland is 
on the basis of the Italian lira, and Italian 
lire and subsidiary coins and notes circulate. 
(See ITALY.) 


SOMALILAND, PROTECTORATE 
(BRITISH), Money of. 


The British Indian rupee is the basis of 
the currency, Indian coins and notes being 
in circulation. (See Inp1a, MoNnEy AND 
EXCHANGE OF, and ZANZIBAR.) 


SOUTH AFRICA, Exchange Rates on. 
(See RATES OF EXCHANGE.) 


SOUTH AFRICA, UNION OF, Money and 
Exchange of. 


The currency is the same as that of the 
United Kingdom, and the Coinage Act of 
1922 provided for the issue of Union coinage 
identical with the coins of the United 
Kingdom. The latter remain legal tender, 
though Union coins in silver of 2s. 6d., 2s., 
1s., 6d., and 3d., and bronze of 1d., 4d., and 
4d. have been coined, and are now in 
circulation. 

A branch of the Royal Mint has been 
established at Pretoria, and a considerable 
amount of sovereigns have been minted. A 
large proportion of these have, however, been 
exported to India, Ceylon, the Straits 
Settlements, and other countries. 

The country has been on a full gold basis 
since its return to the gold standard in May, 
1925. Gold coins, whether British or those 
minted in South Africa, are legal tender for 
any amount; silver is legal tender up to 
40s., and bronze coins for an amount not 
exceeding Is. 

The terms “tikkie’’ and “ dollar’ are 
frequently heard in South Africa, the former 
representing 3d. and the latter is. 6d. 

The only note issue now is that of the 
Reserve Bank of South Africa. 

Exchange on London is quoted at a pre- 
mium or discount on the pound sterling. 
(See RaTES OF EXCHANGE.) 


SOUTH AMERICA CURRENCIES, Parities 
between, and New York. 


The parities between New York and the 
countries indicated are— 


Colombia . I peso = $097 U.S.A. 
Costa Rica - I colon = $046 ,, 
Ecuador . I sucre = $048 . 
Salvador . I colon = $o:50_,, 
Venezuela . Ibolivar = $o-19 _ ,, 
Nicaragua =) InCOLGO DAs == PESOOm my 
Guatemala . I quetzal = $1 ce 
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SOUTH AMERICAN EXCHANGE. 
(See RATES OF EXCHANGE.) 


SOUTH RHODESIA, Money and Exchange 
of. 


(See RHODESIA.) 


SOVEREIGN, Gold Content. 
(See Mint Par.) 


SOVEREIGNS, English, Price in Scandinavia. 


For the English sovereign the price paid 
in the three Scandinavian countries varies. 
The variation between Norway, Sweden, and 
Denmark is approximately about 3 Gre. 
For instance, the Bank of Norway will pay 
for a sovereign, full weight, 18-10 kr., while 
the price paid in Denmark and Sweden 
is usually around 18-07 kr. (See GOLD 
POINrTs.) 


SPAIN, Cheques, Spanish Definition of, and 
Advice re Drawing. 


Spanish law recognizes as cheques only 
those that are clearly described in the text, 
viz., Padguese contra este cheque (or similar 
phrases), and that are drawn either al 
portador (to bearer), or to the name of an 
individual, but not a la orden de (to the 
order of). 

In order that the cheque should retain its 
character as such, it is absolutely indispen- 
sable that the date be written in words and 
not in figures. 

Cheques, properly so called, are not trans- 
ferable by endorsement except when stamped 
as drafts, and the mere mention of the word 
orden (order) in the text is sufficient to 
render them liable to stamp duty. 

The words “or order’’ may be crossed 
out, if printed, but this is not permissible if 
the words in the cheque be handwritten. 

Cheques sent for collection should be made 
out in the name of the collecting bank, e.g. 
“ Paguese al A B Bank,” and not “‘Pdguese a 
la orden del AB Bank’”; or if made out in 
the name of another party, that party should 
put his signature at the back preceded by 
the word recibi (I have received), or vecibimos 
(we have received), as the case may be. The 
cheque should be crossed with the name of 
the collecting bank. 

When the words recibi or vecibimos appear 
on a cheque, the endorsement should be 
guaranteed, as the collecting bank is required 
to give such guarantee to the bank on which 
the cheque is drawn. 

Cheques drawn abroad should bear a 
clearly visible notice, not forming part of the 


178 


euryy ‘reysueys wos pojrtodxea sem q] ‘yUaTUIdIYS oUO UL UOPUOT 0} jUdS IAAD IBATIS JO JUOIUSISUOD ysOsIe 
*sa0uno 000‘006*Z JaAO SUTOG JYSIOM [e}O} OY} ‘seoUNO prepues OOO'I AjToyeUUTxOIdde 
Aq po[puey, s19M 4eY} UOT][NG TdATIS Jo sieq 


{0 Asazanoa <q pagnpo 


dU} 9q 0} PoAadtpaq St sIq_L, 
poysrem req yoey *9z61 ut ‘uopuoT ‘ArOUYyoY yuTT TeAOY 9u} 


SuOS D prryasyjoN “WN ‘SASsa py 


SSS 
S ok 


oS 


1gay 


178 


ySeA] Ie. oy} pure ‘euryD ‘eIpuy 0} yorq AeM 

jrey Be SAT[VULY, “WOpuOT 07 TeJoUL oY} poyodxo urese funy ut ‘euTyD 

9j10dx9-a1 UNA PLY ADIT, “FSeAY IV,T OY} UT SoTIyUNOD I9q4O pur 

poddrys tuooq pey “y's'y oy} Wory poyeuvUe ATfeurTst10 

U} plOoad OF JSO1OJUT JO SL YY “JOXAPUL TaATIS UOpuOTT oy} 
a} JO MOIA JOYJOUY 


2D 


S}I PUNOF oTOUI 9OUO TOATIS oy} JO yaed 
‘sIvod OULOS JOF poureuror AO] OOM “VUTYD OF pi 


eipuy 0} poddrys-o1 pue ‘uopuo'T 0} ArquUNoO 4eyy Wor] 


pey Woy} JO AULUT YLT] pomoys Sivq at} UO SyavUt oY} 7 
\ ‘aqvid snoraoid oy} UL 0} potdtojor TOATIS 


Aq poqiosqe Ayyonb svar yepoU oyZ JO ofOUM oT, 


SUOS D PIMISYION “TW “N *SA8S2 TY 


Ge 
2 


_ 


DN 


e | 


fo ksajanoa Aq pagnpo 


Aa 


{79 


SPA} 


text, but affixed by means of a stamp, 
stating that they must be presented for 
payment within 40 days of their introduction 
into Spain. 


SPAIN, Money and Exchange of. 


The monetary unit of Spain is the peseta 
of 100 centimos. The gold coins contain 
0°290322 grammes of pure gold for each 
peseta, while the 5-peseta silver pieces contain 
4°5 grammes of pure silver for each peseta. 
Theoretically, the standard is the double one 
of gold and silver, the ratio being 15} to 1, 
but of silver coins only the 5-peseta piece is 
legal tender, the coinage of whichis restricted. 
In fact, since 1905 Spain has minted prac- 
tically no coins, either of gold or of silver. 

The theoretical par of exchange with 
London is 25-2215 pesetas to {1, and with 
New York 19-29 cents to 1 gold peseta, but 
as gold has not circulated in Spain for many 
years, these gold parities have but little 
significance and exchange rates have been 
subject to, and are still subject to, consider- 
able fluctuations. 

“The currency situation in Spain is 
peculiar in that the country for a long time 
has not been upon the gold standard, the 
silver standard, or the paper standard. 
Although nominally upon the bimetallic 
standard, Spain is actually upon a fiduciary 
standard of which the metallic money con- 
sists of silver coin. Spain cannot be said to 
be upon the silver standard, however, since 
there is no free coinage of silver in Spain, 
and the value of the silver coins is not 
influenced to any great extent by the market 
value of the bullion in the coins. The coins 
have a scarcity value which is greater than 
that of the bullion in the coins, due to the 
fact that their quantity is limited. Spain is 
thus upon the fiduciary silver standard and 
exchange rates fluctuate with practically no 
relation to the price of silver, and about no 
fixed par with any other country. The silver 
coins have continually been worth as money 
more than the bullion value of the silver 
they contain.” (European Currency and 
Finance, Commission of Gold and Silver 
Inquiry, U.S.A. Senate, John Parke Young, 
Pp. 223.) : f 

In 1928, practically the only gold in Spain 
was that held by the Bank of Spain. On 
18th February, 1928, the bank’s gold holding 
was 2,607,615,000 pesetas. The bank has 
the option of redeeming its notes in silver 
coin, and it has always exercised this privi- 
lege, mainly because it is feared that any 
attempt to redeem its notes in gold would 
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result in the loss of all the gold. Spain is, 
therefore, as we have said, upon the fiduciary 
silver standard, and the enormous amount 
of currency in existence has had the effect 
of depreciating the value of the peseta below 
its nominal parity, and has kept exchange 
at a discount in foreign markets practically 
ever since 1882. 

The silver holding in the Bank of Spain is 
also very large; on 18th February, 1928, 
it amounted to 695,411,000 pesetas. 

The gold coins are 25, 20, 10, and 5 
pesetas, all -goo fine. 

The silver coins are 5 and 2 pesetas and 
I peseta and 50 centimos. The 5-pesetas 
piece, called the “‘ duro,’’ weighs 25 grammes 
of silver, :g00 fine. The 2 and t1-peseta 
pieces are only -835 fine. Only the 5-peseta 
piece is full legal tender. There are also 
nickel bronze coins of 25 centimos. 


I real = 25 centimos 
1duro = 5 pesetas 
5 pesetas = 20 reales 


The Bank of Spain is the sole bank of 
issue, and has been such since March, 1874. 
Its notes in circulation on 18th February, 
1928, amounted to 4,196,742,000 pesetas 
and as we have said the notes are redeemable 
in either gold or silver, at the option of the 
bank, though in practice only silver is given 
in exchange for notes. 

The legal reserve requirements against 
notes of the Bank of Spain are peculiar. 
The reserves required before the war have 
been described as follows— 

“For notes up to the amount of 
I,200,000,000 pesetas a specie reserve of 
one-third at least one-half of which must be 
gold; for notes from 1,200,000,000 to 
1,500,000,000 a specie reserve of 60 per cent 
of such notes, of which at least two-thirds 
must be gold; for notes from 1,500,000,000 
to 2,000,000,000 a specie reserve of 70 per 
cent of the amount of such notes, of which 
at least five-sevenths must be gold, Thus 
for an issue of 2,000,000,000 pesetas, total 
reserves Of 930,000,000 pesetas, or 46°5 per 
cent, must be kept, of which at least 
570,000,000 must be gold. The kind of gold 
that may be held is either Spanish gold at 
par, foreign gold at the mint par of exchange, 
or bars at the rate of 3,444:44 pesetas per 
kilo of fine gold. The silver must be Spanish 
coin of legal currency.” (Spanish Finance 
and Trade, Arthur N. Young.) 

Various decrees were issued after the 
commencement of the Great War, and first 
it was not specified whether the metal cover 
for the increase of notes should be silver or 


179 


SPA] 


gold, though subsequent decrees provided 
for a cover entirely composed of gold for the 
excess note circulation. The cover at the 
present time (1927) in gold is over four times 
as much as that of silver. 

Exchange with London is quoted in 
pesetas and centimos to £1, and with New 
York in American cents per 100 pesetas. 


SPAIN, Par of Exchange with England. 
(See Mint Par.) 


SPECIE POINTS. 
(See Gotp Points.) 


SPOT. 


A spot transaction in foreign exchange is 
a cash purchase or sale of foreign currency 
for immediate delivery, Payment is made 
according to the custom of the market. 


SPREAD. 


A “ spread ”’ in foreign exchange is usually 
defined as the variation between the demand 
rate of exchange on the one hand and the 
rates of exchange for telegraphic transfers 
and long bills on the other. Let us see how 
this works out in practice. 

The principal factor governing the spread 
between exchange rates is the rate of 
interest ruling on the foreign centre and that 
on the loca! or home centre. An exchange 
dealer is both a buyer and a seller of 
exchange ; as a buyer of exchange he has 
to determine the length of time for which 
he is out of his money. The value of that 
money will be, primarily, the rate of inter- 
est it would have earned on the home 
market. As a seller of exchange, he has to 
bear in mind the rate of interest on the 
foreign market, since he depletes his foreign 
balances there by the extent of his sales of 
exchange. 

We hold the view that it is the rate for 
short money, i.e. money at call or short 
notice, which in the main affects the transfer 
of funds by telegraphic transfer (cf. For- 
WARD EXCHANGE). For example, in normal 
times, with a higher rate of interest for such 
funds ruling in, say, New York than in 
London, following the economic law that 
capital always flows to the market offering 
the highest rate of interest for it, there will 
be a tendency for funds to flow to New 
York. 

The spread or variation between the tele- 
graphic transfer rates ruling on two centres 
over any given period is, therefore, deter- 
mined by the rates of interest for call or 
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short term money in the respective centres ; 
but in practice it is the call or short term 
rates on the market in which the telegraphic 
transfers are sold that actually determine the 
spread, since no dealer can be expected to 
sell exchange unless by so doing he can make 
a higher rate of interest on the funds received 
than he loses on the corresponding diminu- 
tion of his foreign balances. 

It may appear to be rank heresy to 
academic writers on exchange, but in prac- 
tice the present writer claims that the 
demand rate itself is more often than not 
based on the telegraphic transfer rate, since, 
given the telegraphic transfer rate, it is 
comparatively easy for the operator to fix 
his demand rate. Given, for example, a T.T. 
rate of $4:85 to the £1, we may ask ourselves 
the question, What rate must a banker 
charge for a demand bill, London on New 
York ? Interest necessarily enters into the 
quotation, and it will be the interest ruling 
in the centre upon which the bill is drawn, 
i.e. New York, not that in which the bill is 
drawn, London. Now it is obvious that if a 
banker has the use of a buyer’s money for 
the time the bill is en route to New York, 
he can afford to give him a fraction more of 
the foreign currency for each {1 than the 
buyer pays for the instrument. Allowing, 
then, 8 days for the mail to reach New York, 
the calculation will be— 

4.85 X too X sox = -00531 

This interest, as we have said, must be 
added to the rate, so we get— 

$4°85 
"00531 


$4°85531 


which shows that the banker can afford to 
give, say, $4-85$ for each £1 if selling a 
demand bill drawn on New York. The 
spread, therefore, between the cable rate 
and demand will be -00531, and in actual 
practice the rate of interest that closely 
governs the spread between the demand or 
sight rate and the T.T. exchange, is that 
allowed by bankers on the accounts of their 
foreign correspondents. That is to say, the 
deposit rate, which usually averages about 
I per cent below the bank rate of discount. 
From the example we have given, the 
reader will easily realize how the spread is 
occasioned. The exchange banker or dealer 
who sells a cable transfer necessarily 
diminishes his balance in the foreign country 
by the amount of the transfer which will be 
paid in a few hours from the time of dispatch 
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of the cable ordering payment. From our 
illustration it will be plain that had the 
banker sold the demand bill, the money 
would have remained in his account in New 
York at least eight days longer, assuming 
that the buyer had posted the draft forth- 
with, to say nothing of the interest he might 
have gained on the use of his money received 
for the demand bill in London. Theoretically, 
then, he would, when selling telegraphic 
transfers, charge not less than the demand 
rate, plus the interest lost on his foreign 
deposit, though in practice the difference of 
interest is by force of competition shaded 
down. 

The spread between demand and the 
longer usance bills is due to rather different 
factors. Here, two rates of discount or 
interest enter into the question—the market 
rate of discount on the home market and 
that on the foreign market. The spread 
between a demand or sight rate and the rate 
for long bills is stated by Whitaker to be 
dependent upon the contemporary discount 
rate, as the major factor, and upon stamp, 
commission, and profit as the minor factors. 
As he says, “in an ordinary case perhaps 
nine-tenths of the spread will be due to 
discount.’’” The question arises, Which dis- 
count rate is it that governs the rate, that 
in the home centre, or that in the centre 
upon which the bill is drawn ? The general 
tule is, that when the discount rate in the 
foreign centre is the lower of the two, it 
alone governs that part of the spread due 
to discount. When the discount rate in the 
home centre that draws the bill is the lower, 
it may affect, though it will not fully govern, 
the spread. The author! above-mentioned 
states it in this way: The spread can never 
be greater than the figure proportionate to 
the discount rate in the domicile city (i.e. 
New York, if we are drawing on New York), 
but it may be less than this when the dis- 
count rate in the drawing city, London, is 
lower, though it will not become much 
less. 

The rate for a banker’s long bill is higher 
(using the term in the sense that we get more 
dollars and cents or other currency for each 
£1 paid over) than that for a demand bill. 
The reason is this. A buyer will expect to 
get a long bill at a rate which, after allowing 
for discount (i.e. the charge for melting or 
turning it into ready cash on the New York 
market), will put him in no worse position 
than*if he had bought a bill on demand. 
The rate for long bills is in actual] practice, 

. Foreign Exchange, page 356, A. C. Whitaker. 


DICTIONARY OF WORLD’S-CURRENCIES AND FOREIGN EXCHANGES 


[STR 


therefore, determined by the rate of discount 
current in the place upon which they are 
drawn. For instance, suppose the demand 
trate New York on London be $4.87}, and 
the market rate of discount for bank bills is 
3 per cent, then the rate for a 60-day bill 
would be arrived at as follows— 
Demand rate for £100 : : » $487°25 
Less interest for 60 days, plus 3 days 
of grace allowed by English law, at 
yy AC é : : 2°52 
Stamp 5% .- : : 24 


or, say, $4:844 per £1 as the nearest com- 
mercial rate. Theoretically, the spread would 
appear to be 2? cents per f{1, but is it ? The 
answer is, in practice, No! It is more correct 
to say that the real spread is the difference 
between two rates of discount, at New York 
and London, plus the stamp, and commission 
ifany. Suppose, for example, the New York 
rate of discount for a 60-day bill had been 
2 per cent, then the actual spread would 
have been 1:60 plus :24=1-84 cents per £1. 

(An exhaustive examination of the relative 
spreads is given in Domestic and Foreign 
Exchange, p. 350 e¢ seg., by Ira Cross, 
and an equally good account, though on 
rather different lines, will be found in 
Foreign Exchange, p. 506 et seq., by A.C. 
Whitaker.) 


STOCKHOLM, Par of Exchange with London. 


The par of exchange between Stockholm 
and London is 18-159 kronor to £1. 


STRAITS SETTLEMENTS, Money and 
Exchange of. 


The monetary unit is the Straits Settle- 
ments dollar of silver, weighing 260 grains 
(16848 grammes), -500 fine, but the major 
portion of the currency now circulating in the 
Straits Settlements, in fact throughout the 
whole of British Malaya, consists of the 
paper currency issued by the Straits Settle- 
ments Government. Coin, whether of limited 
or unlimited legal tender, constitutes some 
20 per cent only of the total value of the 
money in circulation. 

The principal laws dealing with currency 
of recent years are: ‘‘ The Legal Tender 
Enactment, 1913,” ‘‘ The Legal Tender 
Enactment, 1913, Amendment Enactment, 
1917,” “‘ The Legal Tender (Supplementary) 
Enactment, 1918,” ‘‘ The Legal Tender 
(Supplementary) Enactment, 1919,” and 
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‘‘ The Legal Tender (Supplementary) Enact- 
ment, 1921.” 

Prior to 1899 the principal monetary unit 
was the Mexican dollar, but the Mexican 
dollar was displaced by the issue, in 1903, 
by the Government of the Straits Settlements 
silver dollar of a weight and fineness almost 
identical with the Mexican dollar. A few 
years previously, in May, 1899, the Straits 
Settlements Government issued its first paper 
notes, and this paper currency took its place 
in commercial transactions side by side with 
the then standard coin, the Mexican dollar, 
and bank notes issued by the Hongkong 
and Shanghai Banking Corporation, and the 
Chartered Bank of India, Australia and 
China. 

In January, 1906, the Government adopted 
what was in effect the gold exchange stan- 
dard. A gold value of 2s. 4d. was given to the 
Straits Settlements dollar, by the Govern- 
ment authorizing the Board of Currency 
Commissioners to receive gold at the rate 
of £7 for $60. From this authority the 
purchase and sale of sterling remittances, 
which limit the fluctuations of the dollar for 
exchange purposes, logically followed. 

The Currency Commissioners may (and 
almost invariably do) accept gold (now 
sterling) in London for dollars issued by 
them in Singapore at the fixed rate, plus the 
cost of the shipment of sovereigns; that is 
to say, at 2s. 474d. to the dollar. The reverse 
operation of receiving dollars in Singapore 
and giving out gold (now sterling) in London 
at the rate of 2s. 3#d. to the dollar is also 
provided for. It follows, then, that in 
external commercial relations settled in 
London, there is the practical margin of 
7nd. or 14 per cent to the exchange fluctua- 
tions in the value of the Straits dollar. The 
Currency Commissioners assist in the ex- 
change transactions to cover the balance of 
trade, and so prevent the margin from 
increasing. The effect of their operations 
has been seen in a thoroughly stable 
exchange for some years, and this was 
unquestionably of the utmost value to com- 
merce during the war, and in the boom and 
slump which succeeded it. However, the 
Government has had to face serious diffi- 
culties, arising out of the variations in the 
price of silver, and various alterations have 
had to be made in its currency. 

In November, 1906, the first Straits 
Settlements dollar became intrinsically worth 
its face value, and the one-dollar note was 
then issued to relieve the situation pending 
the coining of a Straits dollar of less silver 
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content. But even this second Straits silver 
dollar became an over-valued coin in August, 
1917, and was replaced by a third issue of a 
reduced silver content. 

Early in 1918 there were also difficulties 
connected with the subsidiary silver coinage, 
principally due to the high and ever-rising 
price of silver, and its increasing scarcity 
owing to the world demand for the metal. 
In the Straits, as elsewhere, there was a 
shortage of silver coins, and to meet this 
void in the currency it was decided to issue 
new subsidiary coins of the same denomina- 
tions and weight, but only of -400 fine as 
against the -600 fine quality of the pre-war 
subsidiary silver coins. A Proclamation was, 
therefore, issued in Singapore on 26th April, 
1918, and a commencement made by circu- 
lating new Io-cent pieces. On 29th August, 
1918, ‘‘ The Legal Tender (Supplementary) 
Enactment, 1918,’’ came into force, which 
provided for the following subsidiary coins 
of silver— 

2o-cent piece, .400 fine, weighing 83-8: grains 

10 ” ” ” 41°90 ” 

5 ” ” ” 20°95 ” 

Between 1917 and 1918, before a sufficient 
supply of these coins could be minted, the 
shortage of small silver coins had become 
acute, and pending re-coining the Govern- 
ment made an emergency issue of ro-cent 
currency notes. The first issues of these 
notes were rather crude in appearance and 
poor in quality, but they have since been 
improved and have achieved a considerable 
measure of popularity. They are still in use 
to an appreciable extent. 

It proved difficult to produce a silver coin 
of the value of 5 cents (13d.) of sufficient size 
to be conveniently portable, and to meet 
this difficulty a nickel 5-cent coin has been 
minted, but has not so far proved very 
popular with the people. 

As laid down by the Legal Tender Enact- 
ment (No. 8) of 1921, the Straits Settlements 
dollar is only +500 fine silver, of a standard 
weight of 260 grains (16-848 grammes). The 
Straits Settlements 50-cent piece (or half- 
dollar) is of the same fineness, but weighs 
130 grains (8-424 grammes) standard. The 
ane gs Io, and 20-cent pieces are only -400 

ne. 

In isolated places dollars can still be seen, 
but in the more important centres it is rare 
to see a dollar of any of the three issues that 
have been coined since the Government 
introduced its own dollar. 

Copper I-cent pieces are in common use, 
both the older issue (a round coin) and a 
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later issue (a square coin). Half-cent and 
quarter-cent pieces have been minted and 
have been in circulation, but it is now rare 
in the extreme to see a specimen of either of 
these coins in use in the towns. 

Government currency notes of the follow- 
ing denominations are issued: $10,000, 
$1,000, $100, $50, $10, $5, $1, and 10 cents, 
the last four being in common use in bazaar 
transactions, while the first two are mainly 
used for bankers’ clearances. 

Exchange is quoted on the principal 
centres as follows— 

London, in shillings and pence for 1 Straits dollar 

Batavia (Java) guilders for 100 Straits dollars 

India, rupees = 

Manila, pesos o 

Shanghai, taels - 


” ” 
” ” 


” ” 


(Authorities: Eastern Exchange, Currency 
and Finance, by W. F. Spalding, Handbook 
to British Malaya, British Malaya Trade 
and Commerce.) 


SWAP. 


A “swap” in foreign exchange is the 
covering of a forward operation by a spot 
transaction. (See FoRwWARD EXCHANGE and 
SPOT.) 


SWEDEN, Money and Exchange of. 


By the monetary law of 30th May, 1873, 
Sweden adopted the gold standard; the 
currency was formerly on a silver basis. 
The Sveriges Riksbank is the sole bank of 
issue ; its notes are legal tender throughout 
the country, and are redeemable by the 
Riksbank on demand in gold coin in accord- 
ance with the law of 1873. The notes of the 
bank are in denominations of 5, 10, 50, 100, 
and 1,000 kronor. The Riksbank has the 
right to issue notes for a sum equal to double 
the amount of its metallic reserve, the said 
reserve to include all the gold money, 
Swedish or foreign, and the bullion belonging 
to the Riksbank and located in the country. 
The metallic reserve must not fall below the 
sum of 75 million kronor, and beyond that 
amount to the sum of 125 million kronor. 

That portion of the note issue which 
exceeds the metallic reserve must be covered 
by the following assets— 

Readily saleable Government securities, 
both domestic and foreign. 

Bonds of the Royal Mortgage Bank of 
Sweden, of the Swedish Cities Mortgage 
Bank and other domestic bonds, which are 
quoted on foreign bourses. 

Gold in coin or bullion, on deposit abroad 


or in transit therefrom, provided it is covered 
by a marine insurance policy. 

Bills of exchange, payable in Sweden or 
abroad. 

Funds with a maximum maturity of six 
months, deposited on account with foreign 
banks or bankers, from which amount must 
be deducted sums owing by the Riksbank to 
foreign banks or bankers. 

Advances made on Government securities 
and bonds, as mentioned above. 

The Riksbank is empowered to buy and 
sell gold and silver. Bullion delivered to the 
mint for account of the Riksbank is paid 
for by the bank at its value in Swedish 
money, that is, 2,480 kronor per kilogramme 
of fine gold, with a reduction of } per cent 
for the expenses of minting, as well as the 
fixed price for alloying and refining if it be 
required. The board of directors of the 
Riksbank may, however, if it deems it 
expedient, exempt the seller from all or part 
of the expenses of minting. 

In 1873 a monetary convention, termed 
the Scandinavian Monetary Union, was 
entered into between Sweden and Denmark 
and was extended to include Norway in 
1875. Under this convention the monetary 
system of all three countries was made 
practically identical. The convention was 
abrogated in 1924, and the exchange value 
of the currencies of the three countries shows 
considerable divergence. 

During recent years gold has had only a 
limited circulation in Sweden, the higher 
value notes of the Riksbank having taken 
the place of gold coin. During the Great 
War the obligation of the Riksbank to 
redeem its notes in gold, and also the “ free’ 
coinage regulations were suspended ; but in 
April, 1924, the gold standard was re-estab- 
lished in Sweden, and the notes again made 
redeemable in gold. The export of gold was 
also made free. 

The Swedish monetary law of 1873 regu- 
lates the currency, and the main points of 
the law are as follows— 

The monetary unit is called the “ krona” 
(plural, kronor), of 100 Gre, and 1 kilogramme 
of fine gold is coined into 248 pieces of 
10 kronor each. The gold value of the krona 
is thus :4032258 gramme, or 0129926 troy 
ounce of pure gold. 

The Swedish mint is open to free coinage 
for anyone who delivers gold to the Mint. 
A fixed charge, as stated above, is made for 
coinage. 

The gold coins are 20, 10, and 5-kronor 
pieces, 
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The silver coins are 2 kronor, 1 krona, and 
50, 25, and Io Ore. 

The bronze coins are 5, 2, and 1 Ore. 

During the last few years nickel coins 
have also been issued. 

The fineness of the gold coins is ‘goo, and 
that of the silver coins -800. 

In 1926 the Stockholm mint coined the 
following: 687,044 one and two-krone pieces 
of silver, and 11,398,850 one, two, and five- 
Ore pieces of bronze. 


Exchange on London is quoted in kronor and ore to {1 
x New York 5 or to $1 


oF Amsterdam is quoted in kronor to 100 
Dutch florins 


3 Berlin is quoted in kronor to 100 
reichsmarks 


op Paris is quoted in kronor to roo French 
francs 


(See SCANDINAVIAN UNION.) 


SWEDEN, Par of Exchange with England. 


The par of exchange between Sweden and 
England is 25-2215 francs = £1. 


SWITZERLAND, Money and Exchange of. 


The monetary unit of Switzerland is the 
gold franc of 100 centimes. The franc is 
ordained to weigh 0:32258 gramme and is of 
a fineness of -goo. 

Switzerland becarne a member of the 
Latin Monetary Union on 5th March, 1866. 
That Union gave the countries adhering to 
it a bimetallic standard, the ratio of silver 
to gold being 15:5 to 1. Prior to 1867, silver 
was under-valued at that ratio, and as a 
logical sequence was being gradually dis- 
placed by gold. After 1867, however, the 
position was the reverse, gold became under- 
valued and silver commenced to take its 
place. In the years succeeding 1873 the 
price of silver fell rapidly, and in consequence 
large quantities were brought to the mints 
of the’ various countries to be coined. In 
most countries of the Latin Union there was 
soon an excessive circulation of silver coins. 
Switzerland was the exception. Those res- 
ponsible for the monetary circulation did not 
allow the free coinage of silver, and the out- 
put of coins of that metal was, therefore, 
small as compared with that of France, 
Belgium, and Italy. 

In 1874 it was agreed among the signa- 
tories to the Convention to limit the coinage 
of the silver 5-franc, 5-lira, etc., pieces to 
140,000,000 francs. The limit was raised to 
155,000,000 francs for 1875, and reduced 


DICTIONARY OF WORLD’S CURRENCIES AND FOREIGN EXCHANGES 


[SWI 


again to 120,000,000 for 1876. France, Italy, 
and Belgium had all by the end of 1876 
suspended the free coinage of silver, and so 
came into line with Switzerland. There 
were curious waverings in the monetary 
policy, however, and alterations were made 
time after time. A conference took place in 
1878, and as a result the coinage of silver 
5-franc pieces was by general agreement 
suspended completely. A few years later, in 
1885, a further conference was called and 
a convention, dated 6th November, was 
entered into. This restored the right of 
coinage by all the States of 5-franc pieces, 
but each State undertook to redeem its own 
silver coins in gold on the demand of any 
of the other contracting States. 

As far as Switzerland was concerned, it 
should be noted that, although she had 
stopped the free coinage of silver, the 5-franc 
pieces continued to be legal tender, but their 
value no longer tended to conform to the 
value of their bullion content. They were 
not redeemable in gold, but were kept on 
a parity with gold because of the limitation 
of their supply. Switzerland can, therefore, 
rightly claim to have been upon the gold 
standard before the war from some time in 


the ‘seventies. (European Currency and 
Finance ; Commission of Gold and Silver 
Inquiry; United States Senate, Vol. II, 
p. 267.) 


The position during the war was far 
different from that in the other countries of 
the Latin Monetary Union. Switzerland had 
currency troubles of a kind, due more to a 
surfeit of gold than anything else. She had 
not the evils of an excessive inconvertible 
paper note issue to combat as had some of 
the other countries. In fact, during a period 
when most other European countries were 
experiencing heavy depreciation and wide 
fluctuations in the exchange value of their 
currencies, the Swiss franc, which was more 
stable and of more certain value was used 
extensively in Europe and its prestige was 
thereby greatly enhanced. 

On 13th December, 1926, a decree was 
issued by Switzerland which laid down that, 
following the denunciation of the Latin 
Union by Belgium, the Federal Council 
considered that the Union had virtually 
ceased to exist. France, Greece, and Italy 
were informed of this view and no objection 
was raised. With the recovery of full liberty 
of action, it is proposed to revise Swiss cur- 
rency legislation in collaboration with the 
National Bank. (Report of the Deputy 
Master of the Royal Mint, 1926.) 
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The coins now in existence (1928) are as 
follows— 


Gold : 
20-franc piece weighing 6-45161 grammes, -g00 fine 
10 “ » »  3°22580 ,, “900 ,, 
Silver : 
5-franc piece weighing 25 grammes, -900 fine 
Pog ee + be) ee “835 ,, 


Sie ay *895) > 
Poe ss *: 25 ss aS 


Gold is unlimited legal tender, and so are 
silver 5-franc pieces, but the other silver 
coins are legal tender for 50 francs only. 

There are also nickel 5, 10 and 20-cen- 
times pieces, and bronze 1 and 2-centimes 
pieces. 

No silver was coined in 1926, but 50,000 
gold 20-franc pieces were struck at the Mint 
in Berne, which also coined a considerable 
amount of nickel, nickel-bronze, and bronze 
subsidiary coins. 

The sole bank of issue is the Swiss National 
Bank, which has a capital of 50,000,000 
francs, of which 25,000,000 francs is paid 
up. The main function of the bank is 
stated to be to regulate the Swiss money 
market and to facilitate payments. In 
general, it may be said that it exercises a 
useful control over the credit structure of 
Switzerland. In practice, the bank manages 
the contraction and expansion of the cur- 
rency circulation, as needed. For instance, 
its notes and the deposit credits in its books 
represent a large part of the reserves of the 
private banks. If the central institution 
enlarges its own note circulation and 
deposits (either through the receipt of gold 
and silver, or through the purchase of 
eligible bills), the basis exists for an expan- 
sion of the deposit credits of the private 
banks. On the other hand, when the central 
institution curtails its credit by curtailing 
its loans and discounts, which it does by 
giving them on less attractive terms, the 
private banks have to curtail their activities 
also. 

The denominations of notes issued by the 
Swiss National Bank are as follows: 50, 100, 
500, and 1,000 francs, and prior to the war, 
the 50-franc Swiss National Bank notes were 
the smallest paper notes in circulation in 
the country. However, under various emer- 
gency laws, 25, 20, and 5-franc notes were 
issued during, and since the war. 

The bank’s statutes state that the equiva- 
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sy of notes in circulation must be covered 
Nees 

1. Gold or silver currency of legal tender, 
or of value recognized by agreement, exclud- 
ing subsidiary silver coin, 

2. Bar gold reckoned at mint parity, 
allowing for coinage charges. 

3. Foreign gold coin. 

4. Bills of Exchange, cheques, securities, 
treasury bonds, foreign sight drafts, or 

5. Loans resulting from advances on 
current account against securities and 
against precious metals. 

The metallic cover for the notes must 
amount to at least 4o per cent of the note 
circulation. 

The bank is not legally bound to buy gold 
at a fixed price, but it usually does so at 
the rate of 3 francs per gramme of gold 
-goo fine. 

One kilogramme of gold is coined into 
3,4444 francs, and the gold par with London 
is 25°2215 francs to the £1. 

Exchange with London is quoted in francs 
and centimes to £1. With most other centres 
the rate is usually quoted in Swiss francs 
per 100 of the foreign unit. The New York 
rate on Switzerland is quoted in cents per 
1 franc. 


SYRIA, Money and Exchange of. 


The Libano-Syrian pound of too piastres 
is the monetary unit. 

On ist January, 1927, the fineness of the 
various states in the territory under French 
mandate were, for accounting purposes, 
placed on a gold basis, with the gold Libano- 
Syrian piastre and pound. This unit is only 
another name for the gold 20-franc piece, 
termed locally the “‘ Napoleon.” 

The gold piastre is based on the U.S.A. 
dollar, which is considered as being the 
equivalent of 5:1825 francs. 

The actual circulating currency is the 
paper piastre, in which all payments are 
made, and a decree issued on 1st January, 
1927, stated that the value of this paper 
piastre shall be fixed daily according to the 
opening Paris rate for the dollar; this rate 
is applied on the day following. 

The method of dealing in exchange is 
confusing; an inquiry brought forth the 
information that recently there were sellers 
on Paris at the par rate of 5 piastres to the 
franc, and buyers at 2} per cent discount. 

Sterling exchange is quoted in piastres 
to £1. 
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TAIWAN (FORMOSA), KARAFUTO 
(JAPANESE SAGHALIEN), AND 
KWANTUNG PROVINCE, Money and 
Exchange of. 

By a coinage law of April, 1911, the 
monetary system was, made uniform with 
that of Japan proper. Prior to that, under 
Law No. 38 of April, 1897, the Bank of 
Taiwan was authorized to issue silver con- 
vertible notes. The value of these, however, 
constantly fluctuated with the price of silver ; 
speculation became rife, and business opera- 
tions were made difficult. As an emergency 
measure, and with a view to overcoming the 
trouble, the Bank of Taiwan was next 
authorized in June, 1904, by an Order in 
Council to issue gold convertible notes, the 
order coming into effect in July, 1904. This 
order was abolished in 1906, but while 
encouraging on the one hand the greater 
diffusion of gold notes, the Government at 
the same time adjusted the silver notes and 
coins, and, as above mentioned, it unified 
the currency in April, 1911, and made it the 
same as that of Japan proper. 

Abnormal economic conditions, however, 
resulted from the effects of the European 
War, and in 1917 it became necessary to 
protect the metallic circulation of the 
country. Ordinances Nos. 41 and 44 were 
passed restricting the export of gold and 
silver coins and bullion. At the same time 
the melting of gold and silver coin was 
prohibited. The trouble was not ended— 
coin flowed out to Japan owing to brisk 
markets there, and an Imperial Ordinance 
(No. 202) was enacted in 1917 to provide 
for the issue of small denomination yen notes. 
This eased the position, and gradually Japan 
was able to place in circulation in Formosa 
copper and nickel coin. 

The money in circulation now is prac- 
tically similar to that circulating in Japan 
proper. 

Exchange is quoted in shillings and pence 
to 1 yen. (See JAPAN.) 


TALARI. 
(See Abyssinia, MONEY oF.) 


TALLERO D'ITALIA. 


This is a silver coin circulating in Eritrea, 
Italian East Africa. (See ERITREA.) 
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TANGANYIKA TERRITORY, Money of. 


The monetary unit of Tanganyika is the 
East African shilling of too cents, and 
20 East African shillings are the equivalent 
of one East African pound. 

Notes are issued in denominations of from 
Is. to 1,000s, (See KENYA COLONY.) 


TEL QUEL. 


A ‘‘tel quel” rate of exchange is an 
adjusted rate, or a rate of exchange “‘ such 
as it is.”’ Just how the expression has crept 
into the London foreign exchange market is 
a little difficult to explain. In the view of 
most experts the term should be “ tale 
quale,’’ which, again, is a corruption of the 
Latin talis qualis—of such a kind, or 
unchanged. That is to say, the actual rate 
of the bill is not affected. 

A tel quel rate arises in those cases in 
which bills which were originally three 
months’ bills have, by flux of time, become 
shorter usance paper. For instance, if a 
period of one month has elapsed since a long 
bill has been purchased, it obviously becomes 
a two months’ bill, and is worth more, i.e. 
plus one month’s interest at bank rate if it 
be a commercial bill, or plus one month’s 
interest at market rate if it be a bank 
acceptance. 

There are really two methods of dealing 
with such bills; the first is to calculate the 
month’s interest and charge it to the buyer 
of the bill; the second is to adjust the rate. 
On the assumption that we have a three 
months’ bill on Berlin, of which one month 
has elapsed, that the bill is for 1,500 reichs- 
marks, the rate of exchange is 20-63 to £1, 
and market rate of discount is 4 per cent 
per annum; the following are the two 
methods of calculation— 


1,500 reichsmarks at 20°63 ss £72:709 
Plus 1 month’s interest at4%y = *24236 


£72°95136 


The second method is worked by adjusting 
the rate— 


3 months’ rate on Berlin == =. 20°03 
Less 1 month’s interest at 4% = +06876 
20°5612 


186 


TER] 


DICTIONARY OF WORLD’S CURRENCIES AND FOREIGN EXCHANGES 


[TRA 


which is the tel quel rate, and for Reichsmark | inferior metal. The most important of these 


1,500 at 20°5612 we get £72-952, which is 
precisely the same result as is arrived at by 
working in the first example. 

But cases occasionally arise when bills 
may be for longer periods than three months. 
For example, a four or six months’ bill might 
be offered for sale, and on the assumption 
that only the long or three months’ rate of 
exchange were quoted, the seller would 
receive less for the longer usance paper, 
since he has to wait longer for his money. 
The rates may, however, be adjusted in a 
similar fashion, though in all probability a 
higher rate of discount would be charged to 
compensate the buyer for the greater risk 
he theoretically runs by holding a long 
date bill. 

In the first case, then, the one month’s 
interest would be deducted, not added, and 
in the second case one month’s interest 
would be added, and not deducted. (See 
LonG EXCHANGE.) 


TERMINALS. 


The term given to short-date securities, 
such as Treasury Bills, National War Bonds, 
and other such securities which have only a 
short period to run before reaching maturity. 
They pass freely between bill brokers, dis- 
count houses and banks as security for 
day-to-day loans on the London money 
market. (See FLOATERS and TREASURY 
BILLs.) 


THREE-CORNERED TRANSACTION. 
(See ARBITRAGE.) 


THREE-POINT ARBITRAGE. 
(See ARBITRAGE.) 


TIBET, Money of. 


The trangka is nominally the monetary 
unit of Tibet, though a good deal of barter 
still takes place. The Indian 1o-rupee note 
is also much used throughout the country. 
However, the basis of the currency is the 
trangka, about 6 of which are equivalent to 
I rupee (say, 1s. 6d.). The trangka is a silver 
coin, but present-day issues are of a much 
debased metal—alloy, mostly poor quality 
tin, being more in evidence in the coins 
than silver. 

The trangka is very rarely seen, the 
natives concerning themselves with the sub- 
sidiary coins, made from various alloys of 


subsidiary coins are 
The kakang—equal to } of a trangka 


” karmanga ” $ ” 
», chegya 2 $ * 
», Shokang ee | ” 


The Tibetans have a mint which they find 
a very paying proposition, owing to the 
debased coins they issue and force the people 
to accept. In addition to the more common 
coins, none of which is worth its face value, 
a number of silver coins used to be issued, 
of which the more important were— 


Silver: 1 trangka 
3¢ trangkas 
6% ” 
Gold; 1334 trangkas 


However, with the march oi civilization 
the Tibetans, or rather the Master of the 
Mint, has found it cheaper to print paper 
notes than to issue silver coins. The paper 
notes are in denominations of 10, 15, and 
25 trangkas. (Cf. To Lhasa in Disguise, by 
W. M. McGovern, Ph.D., 1924, pp. III, 112, 


and 333.) 


TICAL. 


A Siamese monetary unit, also a weight. 
(See Sram.) 


TOBAGO. 


(See TRINIDAD, ISLAND oF, MONEY AND 
EXCHANGE OF.) 


TOGOLAND. 
(See GoLp Coast.) 


TOLAH (TOLA). 


An Indian weight used for weighing the 
precious metals in India. The tola contains 
11°6638 grammes or 180 grains troy. (See 
Inp1A, GoLp, METHOD OF QUOTING PRICE 
oF; INDIA, SILVER, METHOD OF QUOTING 
PRICE OF.) 


TONKING, Money of. 

The currency in circulation is the Indo- 
China piastre of 100 cents, and subsidiary 
coins and paper. (See Cocuin-Cuina and 
InDo-CHINA.) 


TRAVELLER'S LETTER OF CREDIT. 


A traveller’s letter of credit, also known 
as a “‘ travelling letter of credit,” is a docu- 
ment in the form of a request from a banker 
to his foreign correspondents to cash on 


187 


TRA] 


demand the drafts of the beneficiary of 
the credit, drawn on the issuing bank, the 
latter undertaking to meet the drafts when 
presented. 

The banker issuing the letter of credit is 
called the “ grantor,” and the person in 
whose favour it is issued is termed the 
“ grantee.”’ 

It is customary for a person who purchases 
a traveller’s letter of credit to pay cash down 
for the total amount of the credit. The 
commission charged by bankers varies from 
} to $ per cent on the total amount of the 
credit. 

When the holder of the letter is abroad, 
payment is obtained by the presentation of 
the credit at one or other of the banks named 
in the list of correspondents which accom- 
panies the letter of credit. The money 
required is obtained either against a signed 
receipt, or a demand draft drawn on the 
grantor bank. The receipt or the draft bears 
the name of place of encashment, name of 
person to whom payment is made, date, and 
number of the credit. 

When payment is made against draft or 
receipt, the amount so drawn is endorsed 
on the back of the letter of credit, and the 
draft or receipt is subsequently dispatched to 
London, or whatever be the place of issue, for 
payment to the credit of the correspondent 
or his agent. 

Demand drafts or receipts drawn against 
traveller’s letters of credit, on arrival in 
London, must, in conformity with the pro- 
visions of the Stamp Act of 1891 and 
subsequent amendments, be stamped with 
a 2d. stamp, and the stamp cancelled by the 
first person into whose hands the draft or 
receipt falls, before he presents it for pay- 
ment, or endorses, transfers, or in any manner 
negotiates or pays it. (Section 35 (1), Stamp 
Act, 1891.) 

Letters of credit themselves come within 
the schedule of exemptions in the Stamp 
Act of 1891, which lays down that letters of 
credit granted in the United Kingdom, 
authorizing drafts to be drawn payable out 
of, but payable ultimately in the United 
Kingdom, are exempt from Stamp Duty. 
(Stamp Act, 1891—Schedule of Exemp- 
tions, 4.) 

A letter of credit to be used in the United 
Kingdom requires to be stamped with a 2d. 
adhesive stamp, as do all drafts cashed 
under it. 

A letter of credit is not a negotiable 
instrument, and cannot be transferred from 
one person to another, either by endorse- 
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ment, or otherwise. The rules applicable to 
negotiable instruments do not, therefore, 
apply to letters of credit. (Cf. Orr v. Union 
Bank of Scotland, 1854.) 


TREASURY BILLS. 


Treasury bills are instruments of credit 
whose origin dates back to 1877, when they 
were authorized by Act of Parliament. Prior 
to that year, the Commissioners of the 
Treasury could borrow from the Bank of 
England only on what are called “ deficiency 
bills.”’ They could not borrow except with 
the consent of Parliament in the open 
market. In 1877 it was thought advisable 
on various grounds to give them freer scope 
in obtaining such sums as they wanted over 
a short time only; accordingly, they were 
authorized to issue bills. These bills are 
drawn for three or six months. They carry 
no interest, the holder always receiving them 
at a discount, which varies with the current 
rate in the market. 

Actually, the credit for the invention is 
due to the late Walter Bagehot, the famous 
editor of the Economist. It appears that in 
the seventies, under the authority of Par- 
liament, an extensive system of loans had 
been made to education and sanitary 
authorities from the Exchequer; and so 
great were the inroads made into the 
Exchequer balances, that in 1877 the Chan- 
cellor of the Exchequer, Sir Stafford North- 
cote, found himself faced with the necessity 
for providing further funds to meet the 
ever-increasing demands. He was averse 
from adding to the permanent debt of the 
country in Consols ; consequently, the only 
alternative was to increase the floating debt 
by issuing some form of short-dated security. 
The floating debt at that time was chiefly 
in the form of Exchequer bills, but these 
securities were out of favour with the public, 
who preferred to invest their money in rail- 
ways and other industrial undertakings, 
which at that period were offering excellent 
investments giving a good return. 

Sir Stafford Northcote had great confi- 
dence in the knowledge of the great editor 
of the Economist, so he directed one of his 
Ministers to lay the case before Bagehot, 
with a request for his advice on the subject. 
This was done and Bagehot, with charac- 
teristic thoroughness, was prompt in his 
solution of the dilemma. He wrote— 

“The English Treasury has the finest 
credit in the world, and it must learn to use 
it to the best advantage. A security resem- 
bling as nearly as possible a commercial bill 
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of exchange—that is, a bill issued under 
discount, and falling due at certain intervals 
—would probably be received with favour 
by the money market, and would command 
good terms.” 

Sir Stafford Northcote accepted Bagehot’s 
recommendation and, probably in conjunc- 
tion with him, devised the floating security 
with which the London money market is 
now so familiar—Treasury bills. The device 
has since been copied by many other nations 
in the world, which in itself is a magnificent 
tribute to the sagacity of Bagehot’s advice. 

When Treasury bills were first issued they 
were readily taken by the market, and they 
have held the field ever since. As Lord Welby 
pointed out in a letter to the Economist,} 
there is always competition for them, and 
they therefore realize favourable prices to 
the British Treasury. They are economical 
because the amount outstanding can be 
increased or decreased in close conformity 
with the needs of the Treasury. That they 
have stood the strain of more than one war 
and emergency every-one will agree. 

Treasury bills are sold by tender. When 
they are on offer, an advertisement appears 
in the London Gazette to the effect that a 
certain specified amount is for sale, and the 
bills are allotted to those applicants who 
tender at the lowest rate of discount. 

The following is the form in which the 
notice usually appears— 


TENDERS FOR TREASURY BILLS 


‘The Lords Commissioners of His 
Majesty’s Treasury hereby give notice that 
Tenders will be received at the Chief 
Cashier’s Office, at the Bank of England, 
on Friday, the 9th September, 1927, at 
1 o'clock, for Treasury Bills to be issued 
under the Treasury Bills Act, 1877, the 
National Debt Act, 1889, and the War 
Loan Acts, 1914-1919, to the amount of 
£40,000,000. 

“The Bills will be in amounts of £5,000 
or £10,000, They will be dated at the option 
of the Tenderer on any business day from 
Monday, the 12th September, 1927, to 
Saturday, the 17th September, 1927, inclu- 
sive, and will be payable at three months 
after date. 

‘“ The Bills will be issued and paid at the 
Bank of England. 

“Each Tender must be for an amount not 
less than £50,000, and must specify the date 
on which the Bills required are to be dated, 


1 17th November, 1909. 
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and the net amount per cent (being an even 
multiple of one penny) which will be given 
for the amount applied for. Separate Ten- 
ders must be lodged for Bills of different 
dates. 

“ Tenders must be made through a London 
Banker, Discount House, or Broker. 

‘““ The persons whose Tenders are accepted 
will be informed of the same not later than 
the following day, and payment in full of 
the amounts of the accepted tenders must 
be made to the Bank of England by means 
of Cash or a Banker’s Draft on the Bank 
of England not later than 2 o’clock (Satur- 
day 12 o'clock) on the day on which the 
relative Bills are to be dated. 

“In virtue of the provisions of Section 1 
(4) of the War Loan Act, 1919, Members of 
the House of Commons are not precluded 
from tendering for these Bills. 

“Tenders must be made on the printed 
forms which may be obtained from the 
Chief Cashier’s Office, Bank of England. 

“The Lords Commissioners of His 
Majesty’s Treasury reserve the right of 
rejecting any Tenders.” 


TREASURY CHAMBERS, 
and September, 1927. 


Authorities: The London Money Market, 
by W. F. Spalding (Pitman); Foreign 
Exchange and Foreign Bills, by W. F. 
Spalding (Pitman). 


TRENGGANU. 
(See MaLay STATES, UNFEDERATED.) 


TRINIDAD, Island of, Money and Exchange 
of. 

There is no local coinage in Trinidad, but 
British currency is full legal tender, as is also 
American gold coin. 

The coin in circulation is— 


Copper: 4d., ¢d., 1d. 
Silver:  3d., 6d., 1S., 2S., 4S., 5S: 


There is also in circulation the silver 4d. 
piece of British Guiana. 

There are also British paper notes in 
denominations of $1, $2, $5, $20, $100, 
$500, and $1,000; also the {1 equivalent to 
$4.80 and the ros. note value $2.40. 

In April, 1927, exchange on Trinidad in 
London for bills negotiated was— 


Demand: 1% discount 
30 days: 215% 
60 ” 2 5% ” 
go ” 2 6% ” 
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TRIPOLI (SYRIA). 
(See SyRIA.) 


TRIPOLI (TRIPOLITANIA, NORTH 
AFRICA), Money and Exchange of. 


The currency is the same as in Italy, the 
monetary unit being the lire of 100 centesimi. 

Exchange for sight drafts is sold on Milan 
at par and bought at 4 per cent discount. 
These rates vary slightly according to the 
prevailing demand and supply. 

Sterling is quoted in lire and centesimi 
to £1. 


TRISTAN DA CUNHA, Island of, Money of. 


The currency is the same as that of Great 
Britain, and accounts are kept in pounds, 
shillings, and pence. 


TUNIS, Money and Exchange of. 


The monetary unit of Tunis is the Tunisian 
franc of 100 centimes. It is maintained at 
a parity with the French franc, and, generally 
speaking, follows the fluctuations of the 
latter. French francs and subsidiary coins 
are also in circulation. The Tunisian notes 
are those issued by the Banque d’ Algérie. 


TURKEY, Certificates of Origin. 


Documentary bills of exchange negotiated 
by banks frequently require to have attached 
to them certificates of origin, and such are 
required for Turkey. The following official 
notice of the General Direction of the 
Constantinople Customs appeared in the 
local press on 19th February, 1925— 

“In conformity with the Treaty of 
Lausanne, on and after 1st April, 1925, a 
certificate legalized by the Turkish Consulate 
in the country of origin of the merchandise 
must be attached to all shipments of every 
kind—including cattle—to be imported into 
Turkey. In those cities where there exists 
no consulate or other Turkish official, the 
certificate must be legalized by the chamber 
of commerce of the district or by some other 
official institution. 

“From 1st April, 1925, all merchants who 
cannot produce a legalized certificate for 
goods imported by them will be called upon 
to pay, in the form of a deposit, a sum of 


from {T.15 to {T.100 until production of 
certificate.” 


TURKEY, Par of Exchange with England. 
(See Mint Par.) 
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Exchange of. 


The monetary unit of Turkey is the gold 
piastre of 40 paras, and as people frequently 
speak of the money of Turkey as Turkish 
pounds, Turkish lire, and Turkish piastres, 
it may be well to explain the difference 
before going further. 

The Turkish pound, written £T.1, is 
equivalent to 100 piastres. 

The Turkish lira is only another name for 
the Turkish pound. 

The Turkish piastre is one-hundredth of a 
Turkish pound or lira, that is to say, one 
Turkish pound is the equivalent of 100 
piastres, 

Prior to the Great War the following gold 
coins were in existence— 


500 piastre piece, weighing 36-082 grammes 


250 Ps 3 ae Ora 


100 _ i 7-216 ae 
50 : 3°608 s ne 
25 < “ 1-804 2 


From 1844 to 1914 there were coined and 
put into circulation £T.61,304,739°50 gold 
pieces. The coinage of gold was continued 
during the war, and the gold Turkish pound 
stood at a premium over the gold currency 
of Central Europe. This resulted in fairly 
important imports of gold, and at the end 
of 1918 the total amount of gold coin 
minted and put into circulation rose to 
£1T.78,299,609°50. 

Side by side with gold, there were the 
silver m¢djidié and its subdivisions in pieces 
of 20, 10, 5, 2, 1, and 4 piastres, the weight 
and fineness of which were as follows— 


20 piastre piece, weighing 24-055 sreHimes | 
10 3 - 12°027 


” 


5 x °C 6-013 ne _All -830 
2 5 55 2°405 as fine 

I ” ” 1*202 ” 

$ piastre 0-601 


» 


The Monetary Unification Law of 26th 
March, 1916, under which Turkey substi- 
tuted her former double standard of 1844 
for a gold standard with the Turkish gold 
piastre of 40 paras as the unit, gave legal 
recognition to the gold pieces above men- 
tioned, to the silver piastre pieces of 20, 10, 
5, and 2-piastre pieces, and pure nickel 
pieces of 34, %, and } piastre. The ratio 
between gold and silver under the former 
double standard was, it should be noted, 
1 to 15-0909, taking the price of silver at 
633d. per ounce standard. 

Nominally, the metallic money of the 
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Republic, as legally recognized, is there- 


fore— 


Gold: Piastres 50cy 250, 100, 50, and 25 
Silver : A 20, 10, 5, 2 
Nicke : ~ 3} (20 paras), } (10-paras), 4 (5 paras) 


Actually, the medium of exchange is now 
a forced paper currency. 

It is impossible to say just how much gold 
and silver money was still remaining in 
Turkey after the war. It was known, as far 
as gold is concerned, that important exports 
of the metal had taken place, but one 
cannot give even an approximate estimate 
of the amount. As a matter of interest, it 
may be noted that gold still circulates in 
certain parts of Turkey, in the large Southern 
provinces, for example. As far as silver 
is concerned, it is estimated that the 
greater part of the silver coins (including 
£T.3,831,000, in silver médjidi‘s of $ and }, 
which were coined from 1915 to 1918) were 
exported during the great rise that took 
place in the price of silver from t1919 to 
1922. 

In February, 1924, the Government 
decided to strike £T.2,000,000 in bronze 
coins of piastres 10, 5, and 24, and in April, 
1925, £1.3,000,000 metallic money, viz. 
£T.1,250,000 in nickel 25-piastre pieces, and 
£T.1,750,000 in bronze ro and 5-piastre 
pieces. The total amount, £{T.5,000,000, was 
to replace an equivalent amount of paper 
money. 

The paper currency, which at the present 
time is practically the only money in 
circulation, was issued under the law of 
30th March, 1915, which authorized the 
Government to put it in circulation through 
the Ottoman Public Debt. The notes which 
form the actual legal currency of Turkey 
were put into circulation in several series, 
provided for by conventions and additional 
Acts concluded from 1915 to 1918 between 
the Turkish Government and the Adminis- 
trative Council of the Ottoman Public Debt, 
amounted to £T.158,748,563°60. Asa matter 
of fact, the various laws gave power to issue 
a sum of £T.192,414,494. There were seven 
issues, amounting in all to £T.161,018,663:60, 
£T.6,519,139 out of this amount were 
guaranteed by a gold deposit effected by the 
German Government in the name of the 
Ottoman Public Debt, but the notes carried 
a stipulation that they were to be reimbursed 
in gold six months after the conclusion of 
peace. The balance of the note issue, 
£1T.154,499,524°60, was guaranteed by Ger- 
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man Treasury notes, to be paid finally in gold 
Over a period of one to eleven years after 
the signature of peace. On the whole 
amount issued, a sum of {T.2,270,100 was 
settled in anticipation in gold, the total 
in circulation, as stated above, therefore 
amounts to £T.158,748,563:60. 

The denominations of the notes are 
# 1.1000, 7500, 1060, 50, 25, 10, 5, 24, 1, 
4,4, 4and 55. 

On 5th December, 1927, it was stated that 
new notes to the value of approximately 
£T.150,000,000 (£16,000,000) were to be put 
into circulation gradually during the ensuing 
six months. They were printed by the 
British firm of De La Rue & Co. The issue 
commenced on 5th December, 1927. The 
present notes which were issued in 1918, will 
be valid for six months from 5th December, 
1927. 

They are in denominations of 1, 5, 10, 50, 
100, 500, and 1,000 Turkish pounds. The 
old notes of 50 piastres and £T.25 will, 
therefore, cease to circulate. All the new 
notes, except that of {T.1, bear the portrait 
of Mustapha Kemal Pasha. 

For the purpose of bullion and exchange 
transactions it should be noted that— 

The gold roo-piastre piece (equivalent to 
£T.1) weighs 7-216 grammes, -916 fine, 
and contains therefore 66147 grammes fine 
gold. 

The silver 20-piastre piece weighs 24°:055 
grammes, ‘830 fine, and therefore contains 
19:965 grammes of fine silver. 

The par of exchange between Constanti- 
nople and London is 110-71 piastres to £1. 
(See Mtpjip1f£.) 

The list of exchange quotations on page 
192 show the movements in rates during 
December, 1927, the principal exchange 
centres, and the method of quoting. 

As a matter of interest it should be noted 
that transactions in French francs, U.S. 
dollars, and Italian lire are declining rapidly ; 
the practice of obtaining sterling cover for 
nearly all commercial operations is becoming 
general. 

The list of rates and chart shown on 
page 192 are provided by the Ottoman Bank, 
London. 


TURKS ISLAND, Money of. 
The currency, what there is of it, is the 
same as that of Great Britain. 


TWO-POINT ARBITRAGE. 
(See ARBITRAGE.) 
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LIST OF EXCHANGE QUOTATIONS SHOWING MOVEMENTS IN RATES DURING 
DECEMBER, 1927 


Weekly Average Rate for December, 1927 
Gold : 
Places F otations 
Parity 4th to 11th to 18th to 25th to Qu o 
roth 17th 24th 31st 
London : : 5 110.71 940 941 944 942 Piastres peri £ st. 
Paris . A : : 22.78 13.19 13.19 13.53 | 13.18 Franes ,, % Ltq, 
New York . 5 : 4.40 0.51 0.52 0.51 | 0.52 Dollars ,, 1 Ltq. 
Egypt | : - F 112.42 967 965 969 967 Piastres. ,, 1 £ BE. 
Rumania . - 5 22.78 85 84 84 84 Lei 37 2 Liq: 
Italy . - : 22.78 9.56 9.58 9.61 9.85 Lires 535 Eta: 
Switzerland . . ; 22.78 2.69 2.68 2.67 2.67 Frances. ;, © Etq. 
EXCHANGE DIAGRAMS, 1926-27 
tu Ww ron = u rw 
2 3 x p Boi oe) ene ce oer 434 8 § 
sal oe ee An <u eure lems est mee esse ro ysi dis CV hy) Se Ee Oe 
o Q 3 FS 2) D 5) ° © oS o oS a & = = ry D Oo e) o 
ae A ot SS ert nO 42 A S&S a Ss 2S Se a oS 6 ee 
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UGANDA, Money and Exchange of. 


The currency of Uganda was formerly on 
a rupee basis, and comprised the British 
Indian rupee with silver subsidiary 50 and 
25-cent pieces. There were also nickel 10, 5, 
I, and 4-cent pieces. The sovereign was also 
legal tender at 15 rupees to {1. Early in 
1920, exchange, as in India, had appreciated 
to around 2s. 9d., and Government action 
was necessary to deal with the currency 
difficulties which threatened the trade and 
general development of the colony. English 
£1 notes were in circulation, and in February 
the Government fixed exchange for these at 
84 rupees to the £1. Further difficulties with 
exchange were encountered, and eventually, 
following the example of India, a rate of 2s. 
to the rupee was adopted. Then, in 1921, it 
was decided to adopt the florin, and the 
rupee was merged into the florin, and the 
half-rupee fixed at one shilling, the florin of 
roo cents being the unit. In January, 1922, 
the final alteration was made; the florin was 
abandoned, and the shilling of 100 cents 
was adopted, the cent thus being halved in 
value. 

The special East African shilling of 20 to 
the East African pound is now used. 

Silver coin is legal tender to any amount, 
as are also East African currency notes 
issued in denominations varying from 5s. 
to 5,000s. 

Exchange is usually quoted at a premium 
or discount, according to supply and demand. 
The rates on Uganda in November, 1927, 
were: demand, ;’; per cent premium ; tele- 
graphic transfers, 1} per cent premium. 
These rates were for transfers in shillings. 

(See also Kenya Cotony.) 


UNCONFIRMED BANKERS’ CREDIT. 


An unconfirmed credit is a written intima- 
tion from one bank to another bank (or 
person) to the effect that a merchant or 
bank has opened a credit with them for bills 
to be drawn under terms. Such credits are 
used to facilitate the finance of imports and 
exports. In general they arise from an 
arrangement by an importer with his bank 
to accept the foreign exporter’s bills drawn 
upon the bank up to a certain specified 
amount within a given period, provided such 
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bills are drawn in accordance with the terms 
of the credit. 

The credits usually specify the particular 
merchandise to be shipped, the documents 
to be attached to the bills of exchange (i.e. 
the bill of lading, marine insurance policy, 
certificate of origin and/or consular invoice, 
and frequently letter of hypothecation). As 
we shall presently show, the weakness in 
these credits lies in the right of cancellation 
by the issuing bank, which it should be noted, 
does not guarantee to accept or pay the bills, 
but says, as it were, ‘‘ If everything is satis- 
factory we will honour the bills, but in case 
of need, acting on the instructions of our 
client, an importer, we reserve the right to 
cancel the credit.” 

The credits are frequently opened with 
banks, say, in London, who have no branch 
in the particular place in which the exporter 
is operating, and they are then advised 
through the intermediary of a foreign or 
colonial bank that has a branch in the 
foreign city. 

This advising of the credit through an 
intermediary bank, in a way, complicates 
the transactions as far as two bankers are 
concerned, and for this reason. 

An important distinction between an 
unconfirmed bankers’ credit and a confirmed 
bankers’ credit is that the former is subject 
to cancellation by the grantor bank, either 
with or without the instructions of the 
importer. It is usual, therefore, for the inter- 
mediary banks to safeguard themselves by 
insisting on the inclusion in the credit of 
some such clause as the following: ‘‘ We 
hereby undertake to honour all drafts drawn 
upon us under this credit, provided your 
branch has negotiated the bills prior to 
receipt of notice of cancellation’; or, “ It 
is, of course, understood that in the event of 
cancellation of this credit, all drafts negoti- 
ated prior to the receipt of notice of cancella- 
tion by your branch will be duly honoured, 
if drawn in accordance with the terms of 
the credit.” 

In adopting this attitude the intermediary 
banks are in agreement with American banks 
who hold that an unconfirmed credit is one 
which is advised by a notifying bank to the 
beneficiary without obligation on the part 
of the notifying bank. 
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The important point to note, in regard to 
an unconfirmed credit, is that the under- 
taking of the issuing bank is in no sense a 
guarantee to the beneficiary that his bills 
will be accepted and/or paid ; though as we 
have shown in the terms of their undertaking 
with the intermediary or notifying bank, the 
issuing bank does guarantee to honour drafts 
actually negotiated prior to the receipt of 
notice of cancellation. 

Very often the urgency of some transac- 
tion or operation requires that the details 
of the opening the credit be communicated 
to the beneficiary immediately, and resort 
is then had to the telegraph. The main points 
of the credit are cabled out by a home bank 
to its foreign branch, which in turn com- 
municates the information to the exporter, 
stating that the credit is unconfirmed or 
revocable as the case may be, and the 
beneficiary is then free to act upon it or not, 
as he thinks fit. The cabling of such a credit 
gives rise to interesting questions as to the 
legal results which arise when the credit is 
created, say, in England, for use in another 
country. But in a case that came before the 
Court of Appeal in April, 1923 ( International 
Banking Corporation v. Barclays Bank, Ltd. 
and another), Lord Justice Atkin in the 
course of his remarks gave a very clear lead 
as to the position. He said if the credit is a 
revocable credit (i.e. an unconfirmed credit), 
then the bills to be drawn under it can be 
negotiated only through a correspondent of 
the English bank who happens to be 
employed for the purpose of announcing the 
existence of the credit, and that is for the 
simple reason that it is only in that way 
that the revocable nature of the credit can 
be enforced. In other words, the implication 
is this. That if a credit is intended to be 
utilized to give power for bills to be drawn 
and negotiated at any place in the foreign 
country, and through any bank, then it is 
irrevocable unless it appears on the face of 
it that it is revocable. 

In the same case, Lord Justice Sargant 
said that if a cable credit is expressed to be 
revocable, it is domiciled with and available 
only through the advised and certifying 
bank, since otherwise there would be no 
means by which the credit could be effec- 
tually revoked by the advising bank. 

In the case of these unconfirmed credits, 
then, we get a guiding rule that, as they are 
revocable, they can be acted upon with 
safety only in the place at which they are 
meant to be utilized, and the bills can be 
negotiated only through the named bank at 
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the domicile of the beneficiary. (Cf. Bankers’ 
Credits, by W. F. Spalding. Pitman.) (See 
CABLE CREDITS and CONFIRMED BANKERS’ 
CREDIT.) 


UNION OF SOVIET SOCIALIST 
REPUBLICS, Import and Export of 
Currency. 


In November, 1926, a notification was 
issued to the effect that the import of 
Chervonetz notes has been prohibited, and 
banks are not allowed to accept them when 
sent from abroad. 

The Commissariat for Finance has ap- 
proved a new regulation regarding the 
transfer abroad of money, precious metals, 
and stones. Under this new regulation 
foreign currency, money orders, and cheques 
made out in foreign currency, or bills, bank 
guarantees and other obligations, also pre- 
cious metals, in bars or products, may be 
transferred or transmitted without a special 
licence to the value of 100 roubles per month 
per person. The transfer or transmission of 
foreign currencies over that amount require 
permits from the Special Currency Commis- 
sion of the Commissariat for Finance of the 
Special Currency Commissions of the different 
localities. 

The transfer or transmission of platinum 
of all kinds, gold and silver in bars, gold and 
silver coins, is absolutely prohibited without 
the sanction of the Currency Department of 
the Commissariat for Finance. 

Every person leaving for abroad has the 
right to take out of the country foreign 
currency or obligations made out in foreign 
currency, precious metals in bars or precious 
stones, to the value of 300 roubles, or, in the 
case of families, to the amount of 150 roubles 
per member. Persons entering the country 
from abroad for temporary residence, and 
taking foreign money with them, or receiving 
foreign money through some credit institu- 
tion, may on their departure take away the 
exact amount they have brought or received, 
provided it be within two months of their 
arrival in Russia. 

The export of Russian currency or money 
orders, cheques, or other documents made 
out in Russian currency is prohibited. 


UNION OF SOVIET SOCIALIST 
REPUBLICS, Method of Designating 
Amounts Expressed in Currency. 


A circular letter, dated 17th September, 
1926, issued by the State Bank of the Union 
of Soviet Socialist Republics, Moscow, to 
their foreign correspondents, stated— 
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“The existence in our country of a dual 
currency system, the Chervontzi of the State 
Bank and the rouble note of the Treasury 
issue, has given rise to the necessity of 
adopting a uniform method of designating 
amounts expressed in the currency of the 
U.S.S.R. 

“Since the Chervontzi bank-note is equal 
to ten roubles of the Treasury issue, it would 
be more appropriate and convenient for the 
purpose of our mutual accounts to adopt the 
rouble as the unit in this connection. 

“In view of the above, we would kindly 
request you, as from 1st October next, to 
write all sums in roubles and copecks in your 
mail and telegraphic correspondence. Thus 
the amount, say, cherv. 195, roubles 6, cop. 
20 would be written: roubles 1,956, cop. 20. 

“Tt is understood that this arrangement 
does not in any way change the name of our 
bank-note issue, which will continue under 
the style of Chervontzi.”’ 


UNION OF SOVIET SOCIALIST 
REPUBLICS, Money and Exchange of. 


The monetary unit of the Union is still the 
Russian rouble of 100 copecks, and for 
official purposes 8-47 roubles equal f{1. A 
new monetary unit has, however, been 
adopted, termed the chervonetz (plural, 
chervontzi) ; 1 chervonetz is equivalent to 
ro of the old Russian roubles, the 1o0-rouble 
piece containing 1 zolotnik, 78-24 dolyas, 
and a 5-rouble piece 87:12 dolyas pure gold. 
One dolya is equal to 0-68576 grammes, and 
1 zolotnik contains 96 dolyas. 

Of silver there are two forms: (1) bank 
silver, the 1 rouble, 50 copecks, -goo fine; 
and (2) change silver, 20, 15, and 10 copecks, 
500 fine. 

The copper coins are the 1, 2, 3, and 5 
copeck pieces. 

The bank of issue is the State Bank of the 
U.S.S.R., the notes being chervontzi 25, 10, 
5, 3, and 1 chervonetz. 

Treasury notes are also in circulation 
in denominations of 1, 3, and 5 (gold) 
roubles. 

Exchange on London is quoted in cher- 
vontzi to £1,000, the rate on 18th February, 
1928, being 947 chervontzi for £1,000. The 
rate on New York is quoted in chervontzi to 
1,000 U.S. dollars and the rate on same date 
was 194 chervontzi for $1,000. 


UNITED STATES OF AMERICA and 
England, Gold Points between. 


(See GoLp PornTs.) 


DICTIONARY OF WORLD’S CURRENCIES AND FOREIGN EXCHANGES 


(URU 


UPPER VOLTA. 
(See FRENCH WEST AFRICA.) 


URUGUAY. 
(See CONFORME.) 


URUGUAY, Banco de la Republica Oriental 
del Uruguay, Note Issue of. 


The Bank of the Republic is authorized to 
issue “‘ gold’’ notes to the extent of three 
times its capital against a gold coin deposit 
of not less than 4o per cent of the total 
circulation and the amount of the bank’s 
deposits at call. In normal times, the Bank 
of the Republic delivers gold against its 
notes, but on the outbreak of the Great War 
this was suspended until three months after 
the signature of peace, and has since been 
extended indefinitely. 


URUGUAY, Par of Exchange with London. 


The par of exchange between Uruguay and 
London is 51;;d. per peso. 


URUGUAY, Republic of, Money and 
Exchange of. 


The monetary unit of Uruguay is the peso 
(dollar), nominally of gold, weighing 1-697 
grammes, -917 fine, but the Republic has no 
gold coinage ofits own. Foreign gold coins of 
standard weight, containing gold to the value 
of over $2 Uruguayan, are legal tender at 
fixed values, e.g.— 

Sovereign. ; : . $4°70 Uruguayan 

U.S. Eagle ($10) . ‘ . $9°66 re 

French (Napoleon) 20 frs. . $3°73 nf 

The par value of the gold peso is equivalent 
to 51;sd., 5:36 frs., U.S. $1035, Argentine 
gold $1:072 (equivalent to Argentine paper 
$2°436). 

The currency in use consists of: (a) notes 
of the Banco de la Republica Oriental del 
Uruguay, those of $10 and over being 
nominally convertible for gold, and those of 
lower denominations, for gold or silver at 
the option of the bank ; (b) silver and nickel 
coins, ranging from $1 to 1 cent. Conversion 
of notes into gold and the export of gold 
have been suspended since 1914. , 

Exchange. Exchange rates are quoted in 
pence, francs, lire, etc., per peso. Exceptions 
are: New York exchange, which is quoted 
in pesos per 100 dollars, and that with 
Argentina, which is given as a percentage 
over or under the par value of the respective 
gold pesos and is termed “' pase.”’ 

The course of exchange is closely allied 
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with the export trade, and to quote from 
a recent report of the Hon. E. S. Scott, the 
Consul-General at Montevideo (Department 
of Overseas Trade)— 

“The course of the Uruguayan ex- 
change has been normal in so far as it 
has followed the movement in the export 
markets. The period of greatest activity is 
the summer season—say, November to April 
—when the wool clip is being disposed of 
and the meat-packing establishments are 
working at greatest pressure, financing their 
purchases of cattle by drawings on London 
and the United States. At this period of the 
year the Uruguayan peso reaches its greatest 
value, the highest quotation during the last 
twelve months being 503d. per Uruguayan 
gold peso on 17th December, 1926, and again 
on 18th April, 1927, and on 2oth and 2ist 
of the same month. Par rate of exchange, 
namely 517,d., was not achieved. 

“The wool clip for the season 1926-27 
was at first rather difficult of sale, and it 
was not until after the middle of December 
that wool shipments were actively taken in 
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hand. Thereafter, however, the clip was 
disposed of with unusual rapidity, practically 
the whole of the clip having been sold by 
the end of March, during which month the 
Uruguayan peso was fairly steady at about 
50d. 

“The high quotation of the Uruguayan 
peso in April must be regarded as artificial 
and not justified by the trade movement ; 
the depreciation of the Uruguayan currency 
was a well-defined tendency as the summer 
export movement slackened off, but was 
counteracted by operations in the market in 
connection with the transfer of government 
funds raised by borrowing in the United 
States and the repayment by the French 
government of instalments of the Uruguayan 
loan to France. These abnormal factors are 
all the more disturbing to the Uruguayan 
exchange on account of the fact that 
Montevideo is a very small and restricted 
market, fluctuations 1n consequence being 
frequent and violent. The Uruguayan gold 
peso was, on 1st July, 1927, quoted as low 
as 484d.” 
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VALPARAISO, Par of Exchange with 
London. 


The par of exchange between Valparaiso 
and London is 40 pesos to £1. 


VENEZUELA, Money and Exchange of. 


The Venezuelan Republic is on the gold 
standard, the monetary unit being the gold 
bolivar of a prescribed weight of :32258 
grammes, ‘900 fine, or -290323 grammes pure 
gold ; it is divided into 100 centimos. How- 
ever, according to a brochure prepared in 
the office of the Director of the U.S.A. Mint, 
Washington, in 1912, there are in vogue in 
Venezuela three different monetary stan- 
dards. 

One is that based on the bolivar (equal to 
19:3 cents, U.S.A. currency) asthe unit. This 
is in use by the Government in its reports 
aud transactions, and the present coinage is 
upon this system. Quotations in this system 
are in bolivars and centimos, a bolivar being 
divided into 100 centimos, although the 
smallest coin in the system has a value of 
5 centimos. 

The second system has the “ peso fuerte ”’ 
or ‘‘dollar”’ as its unit, the units being 
commonly referred to as simply “ fuertes.” 
This ‘‘ fuerte’”’ is simply a unit of account, 
taken to be equal to 5 bolivars, and to be 
divided into roo centavos. In former years 
there were in circulation coins denominated 
centavos, but now the coins of 5 centimos 
are called centavos also. 

The third system has the “ peso mac- 
quina,’”’ usually simply termed ‘“ peso,” as 
its unit. This ‘“‘ peso’? has a value of 4 
bolivars, or 80/100 of a “‘ fuerte.’’ This is a 
unit of account, is considered to be equal 
to 80 centavos, and to be divided into 8 reals, 
while the ‘‘ fuerte’’ is considered to have 
10 reals. 

The quantity of Venezuelan gold coins in 
circulation, with weight and fineness in 
accordance with that of the Latin Union, is 
much greater than that of any class of foreign 
coin. There is probably a greater amount of 
American gold to be found in the country 
than that of any other foreign nationality 
of modern coinage. The gold coins of the 
United States, Great Britain, Spain, and the 
countries of the old Latin Union are all legal 
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tender at fixed rates corresponding closely 
to their gold contents. 

There is no State Bank and no Govern- 
ment paper note circulation. But bank-notes 
circulate in denomination of bolivares 1,000, 
800, 500, 400, I00, 50, 20, and 10. The 
circulation of foreign bank-notes is prohibited 
and travellers and other immigrants must 
declare at the customs any bank-notes in 
their possession, when they will receive an 
authorization from the customs providing 
for the exchange of the notes at certain 
licensed institutions. 

The types of the existing national coins, 
with their weight and fineness, are given by 
the U.S.A. Mint brochure (Monetary Systems 
of the World) as follows— 


Gold: 
too bolivares, weight 32-2580 grm., 900 fine, 29:0322 grm. pure 
50 ” » 61290 4, ” 14°5161 ” 
25 ” »  8:0645 ” 7°2580 » 
20 , » 64516 ,, ” 58064 ” 
10 ” » 3°2258 ,, ” 2:9032 ” 
5 ” » 6129 ,, ” 1°4516 ” 
The 100 bolivares gold piece is called a “‘ pachanos."” 
Silver: 
5 bolivares, weight 25-0000 grm., -goo fine, 22°500 grm. pure 
2h ” 9» 12*5000 ,, *835 ,, 10°4375 ” 
2 ” », 100000 =,, *835 ,, 83500 ” 
I ” ” §*0000 ”» oo» »  4'I750 ” 
4 ” 1 25000 yy 55 gy, ~— 20875 » 
t ” » 12500 yy =~ 0438 ” 


The silver coins now in current circulation (1927) are: 
Bolivares 5, 2.50, 2, I, 0.50 (real), 025 (medio). 


Nickel: 
0°125 bolivars (locha) or (cuartillo), 0-05 (centavo). 


Silver is legal tender up to 500 bolivares 
in 5-bolivar coins, up to 50 bolivares in 
smaller silver coins, and up to ro bolivares 
in nickel coins. 

The Philadelphia Mint struck for Venez- 
uela in 1926, 2,800,000 five, two, and one- 
bolivar coins in silver. 


VENEZUELA, Pars of Exchange. 


The par of exchange with London is 25:25 
bolivares to {1, and with New York 5:18 
bolivares to $1. 


VIENNA, Par of Exchange with London. 
The par of exchange between Vienna and 

London is 345851 to £1. 

VIRGIN ISLANDS (OF U.S.A.), Money of. 


Prior to December, 1916, the Virgin 
Islands belonged to Denmark and were 
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known as the “ Danish West Indies.”’ They 
were purchased by the U.S.A. from Denmark 
for 25 million dollars, and were definitely 
proclaimed as a possession of the United 
States of America on 25th January, 1917. 
The former Danish West Indian currency is 
still legal tender, viz., the kroner of 100 Gre. 


WAR] 
WARSAW, Par of Exchange with London. 


The par of exchange between Warsaw and | 


London is 43°38 zlotys to £1. 


WEAK. 


The foreign exchange market is said to be 
‘““weak’’ when sellers predominate; thus, 
““ weak tendency ”’ implies a selling tendency 
on the market. 


WEI-HEI-WEI, Money and Exchange of. 


The principal medium of exchange is the 
Mexican dollar, though other dollars, such 
as the Hong-Kong dollar and the British 
dollar (Hong-Kong), also circulate. 

Exchange fluctuates with the price of 
silver; for instance, if silver rises in value, 
exchange Wei-hei-wei on London rises, too ; 
if silver falls in price, then the value of the 
dollar currency also falls. (See Honc-KoncG 
and CHINA.) 


WEST AFRICA, French. 
(See FRENCH WEST AFRICA.) 
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VOSTRO. 


A term meaning “‘ your account,’’ used in 
foreign exchange by foreign correspondents 
to indicate that some particular transaction 
has passed through the account in their 
books of the bank or other exchange 
operator. (See Nostro and Loro.) 
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WEST AFRICA, Portuguese. 
(See PORTUGUESE WEST AFRICA.) 


WESTERN SAMOA, Money of. 


Prior to the Great War, German currency 
was the principal money of commerce. This 
has now been withdrawn, and the circulating 
medium is now mainly composed of Samoan 
Treasury notes, issued under the authority 
of the New Zealand Government. What 
little exchange there is, is cared for by the 
New Zealand and Australian banks. 


WINDWARD ISLANDS, Money of. 


There is a limited circulation in the Wind- 
ward Islands of British and American gold 
coins. British silver and copper coins are 
also more or less extensively used. 

There is a Government paper note issue, 
and notes both of the Colonial Bank (Bar- 
clays Bank, Dominion, Colonial and Over- 
seas) and the Royal Bank of Canada are in 
circulation. 
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YOKOHAMA, Par of Exchange with YUGO-SLAVIA, Par of Exchange with 
London. England. 
The par of exchange between Yokohama (See Mint Par and SERB-CROAT-SLOVENE 
and London is 1 yen to 24.58d. KINGDOM.) 
ZAN] Z [ZAN 


ZANZIBAR, Money and Exchange of. Generally speaking, the African banks in 

In Zanzibar the silver rupee is the basis | London issue transfers in sterling only, with 
of the currency, and exchange tends to | the following clause: ‘‘ Payable in local 
fluctuate with the price of silver. Seyyidieh | currency at your current rate for the pur- 
copper pice are legal tender to 64 pice, ie. | chase of demand drafts on London.” If the 
I rupee. There are currency notes in | clause be omitted, the applicable exchange 
denominations of from 5 to 500 rupees. is payable in London. 
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Athens 
Belgrade 
Berlin 
Belgium 
Bucharest . 
Budapest . 
Constantinople 
Helsingfors 
Holland 

Italy 


Lisbon 
Montreal 
New York . 
Paris 


Prague 
Scandinavia 
Sofia 

Spain 
Switzerland 
Vienna 
Egypt 
Hong-Kong 
India 

Japan 
Shanghai 
Singapore . 
Buenos Aires 
Rio de Janeiro 
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LIST OF BROKERAGES ON EXCHANGE TRANSACTIONS 


(DIVISIBLE) 
These rates are subject to alteration 
PE the 
4 — per 100,000 
8 — ,, 100,000 
I2 — ,, 100,000 
~3 = = 4 (1,000,000 
I 10 —,, 1,000,000 
2 -—- —.,, 100,000 
1% 
6 — ,, 100,000 
18 4 ,, 100,000 
. I I0 —,, 1,000,000 
Forward I — — ,, 1,000,000 
; I 5. = 5) EOG,000 
gE 6 (8) 2 906.606 
I 6 8 ,, 100,000 
; . I — —,, 1,000,000 
Forward I4 --,, 1,000,000 
8 — ,, 100,000 
15 — ,, 100,000 
6 — ,, 100,000 
Io — ,, 100,000 
8 — ,, 100,000 
IO — ,, I00,000 
‘ : 6. ei, 4 F000 
1/16% 
1/32% 
1/32% } All paid by Seller. 
1/16% 
1/16% 
2 — —per 100,000 
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— ,, 100,000 
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Drachmae. 

Dinar. 
Reichsmarks. 
Belga. 

Lei. 

Pengos. 

on Sterling 
Finnish Markkaa. 
Florins. 

Lire. 


Escudos. 
Dollars. 
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Francs. 


Czech Crowns. 
Kroner. 

Lev. 

Pesetas. 

Francs. 

Schillings. 
Egyptian pounds. 
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These tical pieces do not now circulate 
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